                                     RÉGIE DE L'ÉNERGIE

                            RENOUVELLEMENT DU MÉCANISME INCITATIF

                              À L'AMÉLIORATION À LA PERFORMANCE

                                        DE GAZ MÉTRO

                                    DOSSIER : R-3693-2009

                                           Phase 2

                   RÉGISSEURS :    M. GILLES BOULIANNE, président

                                   Me LOUISE ROZON

                                   Me MARC TURGEON

                                AUDIENCE DU 24 NOVEMBRE 2011

                                          VOLUME 1

                                        CLAUDE MORIN

                                    Sténographe officiel

                      COMPARUTIONS

                      Me LOUIS LEGAULT

                      Me AMÉLIE CARDINAL

                      procureurs de la Régie;

                      REQUÉRANTE :

                      Me HUGO SIGOUIN-PLASSE

                      procureur de Société en commandite Gaz Métro

                      (SCGM);

                      INTERVENANTS :

                      Me GUY SARAULT

                      procureur de Association des consommateurs

                      industriels du gaz (ACIG);

                      Me ANDRÉ TURMEL

                      procureur de Fédération canadienne de l'entreprise

                      indépendante (FCEI);

                      Me GENEVIÈVE PAQUET

                      procureure de Groupe de recherche appliquée en

                      macroécologie (GRAME);

                      Me STÉPHANIE LUSSIER

                      procureur de Option consommateurs (OC);

                      Me FRANKLIN S. GERTLER

                      procureur de Regroupement des organismes

                      environnementaux en énergie (ROEÉ);

                      Me ANNIE GARIÉPY

                      procureure de Regroupement national des conseils

                      régionaux de l'environnement du Québec (RNCREQ);

                      Me DOMINIQUE NEUMAN

                      procureur de Stratégies énergétiques et Association

                      québécoise de lutte contre la pollution

                      atmosphérique (SÉ/AQLPA);

                      Me PIERRE GRENIER

                      procureur de TransCanada Energy Ltd (TCE);

                      Me HÉLÈNE SICARD

                      procureure de Union des consommateurs (UC);

                      Me ALEXANDRE LACASSE

                      procureur de Union des municipalités du Québec

                      (UMQ).

                      R-3693-2009

                      24 novembre 2011

                                            - 4 -

                                     TABLE DES MATIERES

                                                                      PAGE

                      LISTE DES ENGAGEMENTS  . . . . . . . . . . . .     5

                      LISTE DES PIÈCES . . . . . . . . . . . . . . .     6

                      PRÉLIMINAIRES  . . . . . . . . . . . . . . . .     7

                      REPRÉSENTATIONS PAR Me HUGO SIGOUIN-PLASSE . .    10

                      MARK LOWRY

                      EXAMINED BY Me HUGO SIGOUIN-PLASSE . . . . . .    20

                      CROSS-EXAMINED BY Me ANDRÉ TURMEL  . . . . . .    72

                      CROSS-EXAMINED BY Me LOUIS LEGAULT . . . . . .    77

                      CROSS-EXAMINED BY Me ANDRÉ TURMEL  . . . . . .   163

                      RE-EXAMINED BY Me HUGO SIGOUIN-PLASSE  . . . .   166

                      DISCUSSION . . . . . . . . . . . . . . . . . .   167

                                        ____________

                      R-3693-2009

                      24 novembre 2011

                                            - 5 -

                                    LISTE DES ENGAGEMENTS

                                                                      PAGE

                      ENGAGEMENT 1 :    Fournir copie de la présentation

                                        corrigée de Dr. Mark Lowry.     71

                                        ____________

                      R-3693-2009

                      24 novembre 2011

                                            - 6 -

                                      LISTE DES PIÈCES

                                                                      PAGE

                      B-30 :  Resume of Mark Newton Lowry, November

                              2010 . . . . . . . . . . . . . . . . .    19

                      B-25:   Research for Gas Metro's Performance

                              Incentive Mechanism - Pacific Economics

                              Group Research, LLC, August 29, 2011.     23

                      B-31:   Index Research for Gaz Metro's Groupe de

                              Travail, Mark Newton Lowry, November 24,

                              2011.  . . . . . . . . . . . . . . . .    23

                                        ____________

                      R-3693-2009

                      24 novembre 2011

                                            - 7 -

                      L'AN DEUX MILLE ONZE, ce vingt-quatrième (24e) jour

                      du mois de novembre :

                      PRÉLIMINAIRES

                      LA GREFFIÈRE :

                      Protocole d'ouverture. Audience du vingt-quatre

                      (24) novembre deux mille onze (2011), dossier

                      R-3693-2009, Phase 2, Renouvellement du mécanisme

                      incitatif à l'amélioration à la performance de Gaz

                      Métro. Les régisseurs désignés dans ce dossier sont

                      monsieur Gilles Boulianne, président de la

                      formation, de même que maître Louise Rozon et

                      maître Marc Turgeon.

                      Les procureurs de la Régie sont maître Louis

                      Legault et maître Amélie Cardinal. La requérante

                      est Société en commandite Gaz Métro, représentée

                      par maître Hugo Sigouin-Plasse.

                      Les intervenants sont :

                      Association des consommateurs industriels de gaz,

                      représentée par maître Guy Sarault;

                      Fédération canadienne de l'entreprise indépendante,

                      représentée par maître André Turmel;

                      Groupe de recherche appliquée en macroécologie,

                      représenté par maître Geneviève Paquet;
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                      Option consommateurs, représentée par maître

                      Stéphanie Lussier;

                      Regroupement des organismes environnementaux en

                      énergie, représenté par maître Franklin S. Gertler;

                      Regroupement national des conseils régionaux de

                      l'environnement du Québec, représenté par maître

                      Annie Gariépy;

                      Stratégies énergétiques et Association québécoise

                      de lutte contre la pollution atmosphérique,

                      représentées par maître Dominique Neuman;

                      TransCanada Energy Ltd, représentée par maître

                      Pierre Grenier;

                      Union des consommateurs, représentée par maître

                      Hélène Sicard;

                      Union des municipalités du Québec, représentée par

                      maître Alexandre Lacasse.

                      Y a-t-il d'autres personnes dans la salle qui

                      désirent présenter une demande ou faire des

                      représentations au sujet de ce dossier? Je

                      demanderais par ailleurs aux parties de bien

                      vouloir s'identifier à chacune de leurs

                      interventions pour les fins de l'enregistrement.

                      Aussi auriez-vous l'obligeance de vous assurer que

                      votre cellulaire est fermé durant la tenue de

                      l'audience. Merci.

                      R-3693-2009                            PRÉLIMINAIRES

                      24 novembre 2011

                                            - 9 -

                      LE PRÉSIDENT :

                      Merci, Madame la Greffière. Bon matin, mesdames et

                      messieurs. Bienvenue à cette première journée

                      d'audience de la Phase 2 du dossier sur le

                      renouvellement du mécanisme incitatif de Gaz

                      Métropolitain. Comme vous le savez, cette journée

                      sera consacrée -good morning- sera consacrée au

                      témoignage de l'expert retenu par le groupe de

                      travail sur l'évaluation du mécanisme, le docteur

                      Lowry.

                              La Régie aimerait d'abord remercier le

                      groupe de travail, plus particulièrement le docteur

                      Lowry, de sa disponibilité à courte échéance pour

                      la tenue de cette journée d'audience. La Régie

                      aimerait aussi rappeler qu'elle a récemment fait

                      connaître ses attentes face au rôle des experts qui

                      viennent témoigner devant elle. Entre autres, elle

                      mentionnait que le rôle du témoin expert est

                      d'éclairer la Régie et de l'aider à évaluer la

                      preuve qui relève de l'expertise que la Régie lui

                      reconnaît. Elle doit ainsi présenter à la Régie...

                      Il doit, en parlant du témoin expert, ainsi

                      présenter à la Régie une position indépendante et

                      objective susceptible d'aider la Régie à rendre la

                      meilleure décision.
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                              Par conséquent, aujourd'hui, la Régie va

                      avoir plusieurs questions à l'expert, et ils vont

                      pouvoir porter notamment, ou à la fois, sur le

                      rapport que l'expert a produit, sur l'ensemble de

                      la preuve au dossier et, bien entendu, sur le

                      domaine de l'expertise reconnue à l'expert. La

                      Régie tient à mentionner d'emblée à monsieur Lowry

                      qu'elle lui demande d'être patient et faire un peu

                      de pédagogie dans ses réponses, la Régie voulant

                      profiter de sa présence et de sa grande expérience

                      pour explorer et mieux connaître les meilleures

                      pratiques en matière de mécanisme incitatif à la

                      performance. Good morning, Mr. Lowry. On pourrait

                      maintenant... Est-ce qu'il y a des remarques

                      préliminaires?

                      REPRÉSENTATIONS PAR Me HUGO SIGOUIN-PLASSE :

                      Hugo Sigouin-Plasse pour Société en commandite Gaz

                      Métro. Bonjour, Monsieur le Président, Madame la

                      Régisseure, Monsieur le Régisseur. Bonjour au

                      personnel technique, aux procureurs de la Régie.

                      Alors, effectivement, j'ai peut-être deux questions

                      d'ouverture à soumettre à la Régie. Évidemment, au

                      cours de la semaine, il y a eu des échanges de

                      correspondance concernant justement des demandes de

                      renseignements qui avaient été adressées par la
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                      FCEI, la demande de renseignements numéro 2 de la

                      FCEI au docteur Lowry. 

                              Et nous avons fait parvenir à la Régie au

                      nom du groupe de travail, pour en fait les membres

                      du groupe de travail non  dissidents sur la

                      question spécifique une question, bien, en fait, on

                      soumettait des représentations concernant la portée

                      de ces demandes de renseignements, dont vous êtes

                      bien au fait. 

                              Et la réponse de la Régie à ça nous

                      invitait évidemment à répondre à l'intérieur des

                      délais requis par écrit aux demandes de

                      renseignements en question, tout en précisant

                      aujourd'hui devant vous, on a des commentaires, ou

                      en fait les réserves qu'on a formulées dans le

                      cadre de cette lettre-là. Vous vous rappellerez

                      que, dans ma lettre, dans notre lettre, on

                      indiquait qu'on s'interrogeait sur certaines

                      questions quant à la portée. Est-ce qu'on

                      outrepassait, on allait au-delà du mandat de

                      l'expert?

                              Évidemment, ceci étant dit, j'ai bien

                      entendu votre commentaire d'ouverture, Monsieur le

                      Président. Par ailleurs, il faut quand même que je

                      vous explique le pourquoi et d'où provient ce
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                      commentaire-là. Donc, si vous me permettez, je vais

                      faire quelques représentations sur les demandes de

                      renseignements en question. Je vais commencer par,

                      en fait, discuter, en fait notre vision de la

                      participation de monsieur, du docteur Lowry ce

                      matin devant vous.

                              Évidemment, on comprend très bien que

                      monsieur Lowry va agir ici à titre d'expert,

                      docteur Lowry va agir ici à titre d'expert. Ça, ce

                      sera le deuxième point d'intendance dont je vais

                      vous soumettre ce matin. Il faudra qualifier

                      l'expert. Il n'y a pas eu de demande de

                      reconnaissance de statut d'expert. Mais ça

                      s'explique compte tenu du contexte particulier de

                      la présence du docteur Lowry. Donc, en fin de

                      représentation ce matin, je vous demanderai une

                      demande, je vous ferai une demande formelle à ce

                      sujet-là.

                              Écoutez, le docteur Lowry intervient

                      aujourd'hui à votre demande, à la demande de la

                      Régie pour qu'il explique son rapport. Et ce

                      rapport-là découle de manière plus spécifique des

                      demandes formulées par la Régie dans sa décision

                      D-2010-116 aux paragraphes 98 et 99. La Régie

                      demandait à Gaz Métro de soumettre, de lui
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                      soumettre et à soumettre au groupe de travail une

                      étude qui porte sur une approche empirique reconnue

                      lui permettant d'évaluer la productivité de Gaz

                      Métro. 

                              On demandait aussi que ce rapport, qu'il

                      contienne une réflexion. Et, là, je paraphrase les

                      paragraphes 98 et 99 sans vouloir en faire une

                      lecture intégrale. Donc une réflexion sur la

                      possibilité d'un dividende client, ce qu'on appelle

                      autrement un « stretch back factor ». Donc, vous

                      avez... C'est ça le mandat qui a été confié au

                      docteur Lowry. Et les membres du groupe de travail

                      donc ont retenu les services de PEG (Pacific

                      Economics Group) et du docteur Lowry pour formuler

                      ce rapport-là pour répondre à la demande de la

                      Régie.

                              Donc, évidemment, comme vous l'avez dit

                      d'entrée de jeu, et je ferai le dépôt du curriculum

                      vitae du docteur Lowry dans quelques instants,

                      évidemment, docteur Lowry a une connaissance

                      générale du fonctionnement des mécanismes

                      incitatifs. Puis, ça, évidemment, on ne le conteste

                      pas. Son curriculum vitae en atteste. Et l'objectif

                      de nous, en fait, ce matin, ça ne sera certainement

                      pas d'empêcher ou, en fait, que des questions
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                      soient formulées ou adressées au témoin expert afin

                      d'en connaître ou d'éclairer la Régie sur le

                      fonctionnement général des mécanismes incitatifs.

                              Là où peut-être... évidemment, je réserve

                      mes commentaires là-dessus. On n'a pas encore

                      amorcé l'audience ce matin. Mais s'il y avait des

                      questions très spécifiques sur le mécanisme

                      convenu, la réserve est la suivante : C'est que

                      docteur Lowry, dans le cadre de son mandat, son

                      mandat n'a pas consisté à accompagner les membres

                      du groupe de travail dans le cadre de ses seize

                      (16) rencontres de négociation. Il n'a pas une

                      connaissance spécifique et pointue du mécanisme

                      convenu.

                              Alors, évidemment, c'est seulement ça, en

                      fait, qu'on a comme réserve à formuler en ouverture

                      ce matin. Et on invite bien respectueusement la

                      Régie à garder ça à l'esprit pour les fins de la

                      présente journée d'audience. Ce qui me ramène de

                      façon... Ce que j'ai oublié de mentionner, c'est

                      qu'on a désigné le docteur Lowry et son groupe de

                      travail pour confectionner ce rapport-là au sein du

                      groupe de travail, donc de la renégociation du

                      mécanisme incitatif. Et la FCEI qui a formulé, par

                      exemple, des DDR au docteur Lowry a participé à la
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                      désignation de cet expert-là, était partie prenante

                      au processus de désignation du docteur Lowry à

                      titre d'expert pour répondre à ces questions

                      spécifiques-là de la Régie.

                              Donc, ayant ça à l'esprit, concentrons-nous

                      maintenant sur les demandes de renseignements

                      formulées par la FCEI, la demande de renseignements

                      numéro 2 de la FCEI. En fait, notre intervention,

                      le groupe de travail qui nous a mandaté en début de

                      semaine, à la fin de la semaine dernière là-dessus,

                      lorsqu'on formule une demande de renseignements, il

                      faut s'assurer de répondre à certaines exigences

                      que la Régie a reconnues au fil des années. Qu'est-

                      ce que constitue ou pas une demande de

                      renseignements?

                              C'est bien là l'intervention que nous avons

                      faite à la fin de la semaine dernière. Et quant à

                      nous, certaines des questions qui sont adressées au

                      docteur Lowry dépassent le cadre normal auquel on

                      est en droit de s'attendre dans le cadre d'une

                      demande de renseignements. Je n'assistais pas à la

                      rencontre du vingt et un (21) octobre dernier, la

                      rencontre préparatoire du vingt et un (21) octobre

                      dernier, mais j'ai bien pris soin de lire les notes

                      sténographiques de cette rencontre-là, puis je
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                      comprends qu'il y a eu un échange là-dessus, sur,

                      bon, est-ce qu'on adresse ou pas des demandes de

                      renseignements au docteur Lowry.

                              Je me souviens d'avoir lu par ailleurs

                      qu'il y a eu un échange, oui, d'accord, si jamais

                      on autorise les demandes de renseignements au

                      docteur Lowry, mais entendons-nous pour concentrer

                      ou que ces demandes de renseignements-là portent

                      sur le rapport du docteur Lowry. Et mon collègue,

                      je suis convaincu, me corrigera à cet égard, on

                      s'est entendu pour que, effectivement, les demandes

                      de renseignements portent sur le rapport du docteur

                      Lowry.

                              Demande de renseignements, on vous

                      soulignait à ce moment-là, le vingt et un (21)

                      octobre, on vous soumettait, mon collègue, mon

                      confrère, maître Regnault, vous soumettait... je ne

                      sais pas si l'extrait a été déposé, mais à tout le

                      moins il en faisait mention, la décision D-2011-54

                      de la Régie du Régisseur Lassonde, qui rappelait

                      certains principes en matière de demande de

                      renseignements. Puis une demande de renseignements,

                      essentiellement, c'est pour tenter de comprendre le

                      rapport en soi, de tenter de comprendre la preuve

                      en soi, et non pas tenter de bonifier sa preuve.
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                              Et à cet égard-là, quand on a reçu les

                      demandes de renseignements, on se posait la

                      question : Est-ce que ça vise à comprendre le

                      rapport ou on tente de faire notre preuve par le

                      biais d'une demande de renseignements en tentant

                      d'amener l'expert à formuler davantage de calculs

                      ou à l'amener à faire des calculs qu'il n'avait pas

                      à faire dans le cadre de son mandat initial. Et là-

                      dessus, bien, on vous soumet que certaines des

                      questions sont problématiques. Puis je vais vous

                      les pointer de façon plus spécifique.

                      Me ANDRÉ TURMEL :

                      Je ne veux pas vous interrompre, Maître Sigouin-

                      Plasse, mais avant que vous n'entriez dans la liste

                      des questions, moi, j'avais une suggestion à vous

                      faire et à faire à la Régie. C'est que, bon, on a

                      un expert qui vient de loin. Nous, on est tout à

                      fait disposé à ce que... d'ailleurs, il y a déjà

                      une présentation assez volumineuse qui a été

                      remise, à ce que ce débat-là peut-être ait lieu

                      après la présentation du docteur Lowry. Me semble-

                      t-il qu'on aura déjà vu l'ampleur de ce qu'il a à

                      nous dire, les précisions qu'il apporte. Mon

                      confrère le fera reconnaître comme expert. Je

                      pense, ça peut peut-être nous aider après que la
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                      présentation ait été faite, avant qu'on amorce le

                      contre-interrogatoire, de peut-être cibler

                      davantage. C'est une suggestion pour qu'on puisse

                      débuter plus rapidement ce matin.

                      Me HUGO SIGOUIN-PLASSE :

                      Écoutez, à priori, je n'ai pas de problème à suivre

                      la suggestion, la recommandation de mon confrère.

                      Je ne fais que répondre à la demande de la Régie de

                      clarifier le plus tôt possible quelles étaient nos

                      réserves par rapport à certaines demandes de

                      renseignements. On le fait en ouverture. Est-ce

                      qu'on aurait pu le faire à la fin? Mais ceci étant

                      dit, mes représentations sont pratiquement faites.

                      Il s'agira à ce moment-là d'identifier les

                      questions problématiques s'il y en a. Est-ce que je

                      comprends que, suite à une telle présentation, mon

                      confrère pourrait penser éventuellement à retirer

                      certaines de ses questions?

                      Me ANDRÉ TURMEL :

                      Rien n'est moins sûr. Mais en même temps, on ne

                      sait jamais. Alors vaut mieux peut-être se donner

                      cette flexibilité-là et procéder le plus

                      rapidement.

                      LE PRÉSIDENT :

                      On pourrait effectivement suivre la suggestion de
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                      la FCEI. En préparation, on pensait que c'était

                      ça... c'est comme ça qu'on allait procéder. Mais on

                      vous a laissé aller. On était curieux de vous

                      entendre. On pourrait procéder avec la présentation

                      du docteur Lowry.

                      Me HUGO SIGOUIN-PLASSE :

                      D'accord. Ceci étant dit, je vais, comme je l'ai

                      annoncé d'entrée de jeu, déposer, Monsieur le

                      Président... c'est parce que je ne crois pas que ça

                      a été joint au rapport qui a été déposé, le rapport

                      de PEG au dossier, le c.v., le « Resume » du

                      docteur Mark Newton Lowry. Je vais déposer ça en

                      premier lieu parce que je vais avoir quelques

                      questions pour la reconnaissance du statut

                      d'expert. B-30. Merci, Madame la Greffière. Je

                      viens de déposer le curriculum, le « Resume of Mark

                      Newton Lowry » coté sous B-30.

                      B-30 :  Resume of Mark Newton Lowry, November 2010.

                      Vous pouvez procéder à l'assermentation du témoin.
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                      IN THE YEAR TWO THOUSAND ELEVEN (2011), this

                      twenty-fourth (24th) day of November, personally

                      came and appeared:

                      MARK LOWRY, President of PEG Research, living and

                      domiciled at 22 East Mifflin Street, Madison,

                      Wisconsin, U.S.A.

                      WHOM, having been duly sworn, doth depose and say

                      as follows:

                      EXAMINED BY Me HUGO SIGOUIN-PLASSE:

                   Q. [1] Thank you. Good Morning, Dr. Lowry.

                   A. Good morning to you.

                   Q. [2] So, I just filed your resume as Exhibit B-30.

                      For the benefit of the Régie, would you briefly

                      summarize your academic background and relevant

                      professional experiences with respect to the

                      present hearings?

                   A. Yes. Well, with respect to my academic background,

                      I earned a Ph.D. in Applied Economics from the

                      University of Wisconsin, which for many years has

                      been the centre of statistical economic research,

                      and I have been involved in research on the

                      regulation of gas and electric utilities for about
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                      twenty (20), twenty-five (25) years. My focus has

                      been what we might call most broadly alternative

                      regulation or incentive regulation, new approaches

                      to regulation, which has required me often to

                      prepare studies of the productivity trends of gas

                      and electric utilities in the United States, in

                      Canada and in Australia. And I've also gone on to

                      advise many clients on the design of incentive

                      regulation and other types of alternative

                      regulation plans.

                   Q. [3] Thank you very much, Dr. Lowry. So, Monsieur le

                      Président, alors, pour les fins de la

                      reconnaissance du docteur Lowry à titre d'expert

                      dans ce dossier, nous demandons à la Régie de le

                      reconnaître à titre d'expert pour les fins des

                      recommandations contenues à son rapport.

                      LE PRÉSIDENT :

                      D'accord. La Régie va reconnaître le docteur Lowry

                      comme expert en réglementation incitative, en fait,

                      si j'essaie de résumer, de mettre un...

                      Me HUGO SIGOUIN-PLASSE :

                      Bien, en fait, je vais vous avouer bien franchement

                      que je tentais de faire reconnaître l'expert en

                      fonction du rapport qui a été déposé devant vous.

                      Vous l'avez entendu comme moi...

                      R-3693-2009                               MARK LOWRY

                      24 novembre 2011                         Examination

                                            - 22 -  Me Hugo Sigouin-Plasse

                      LE PRÉSIDENT :

                      Il a touché à tout.

                      Me HUGO SIGOUIN-PLASSE :

                      Il a touché à tout. Si vous voulez le reconnaître

                      de façon plus large, c'est votre Tribunal.

                      LE PRÉSIDENT :

                      Réglementation incitative, effectivement. Merci.

                      Me HUGO SIGOUIN-PLASSE:

                   Q. [4] So, Dr. Lowry, so as to the exhibit Gaz Métro

                      2, document 1, which is the Exhibit B-25 for the

                      Régie, this is your report, the report that you

                      filed in March. Was is prepared by you or under

                      your supervision?

                   A. Yes, I wrote the report and supervised the

                      empirical research.

                   Q. [5] Okay. Would you like to make any correction to

                      that report?

                   A. No.

                   Q. [6] No? So, and you will be available after your

                      presentation to answer the questions of the

                      interveners, the Régie's counsel and the president

                      of the Board, as well of the members of the Board?

                   A. With pleasure.

                   Q. [7] Thank you. So, I formerly file the exhibit to

                      the Régie's file.
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                      B-25:   Research for Gas Metro's Performance

                              Incentive Mechanism - Pacific Economics

                              Group Research, LLC, August 29, 2011.

                      Again, so, during your presentation, Dr. Lowry, you

                      will use a PowerPoint document, am I right?

                   A. Yes. Of course.

                   Q. [8] So, I'll also officially file the presentation

                      as Gaz Métro 6, document 1, B-31, en liasse. Et là-

                      dessus, Monsieur le Président, je précise qu'il y a

                      deux formats qui ont été déposés ce matin, parce

                      que vous constaterez que le format en couleur, ça

                      va être difficile de prendre des notes, voilà, sur

                      le format en couleur. Sauf qu'on voulait vous le

                      remettre quand même, parce qu'il y a des graphiques

                      avec des couleurs. Alors, c'est important que vous

                      les ayez en main, puis vous avez un format qui vous

                      permet d'annoter plus facilement.

                      B-31:   Index Research for Gaz Metro's Groupe de

                              Travail, Mark Newton Lowry, November 24,

                              2011.

                   Q. [9] Alors, là-dessus, so, Dr. Lowry, I invite you

                      to make your presentation.
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                   R. Bon, je suis très heureux ici parmi vous

                      aujourd'hui. J'ai eu la chance de visiter Montréal

                      de nombreuses fois au cours des années, et amateur

                      de Montréal, je suis heureux aussi d'aider le

                      groupe de travail. Mon français est assez bien pour

                      un États-Unien, mais j'ai une tendance de mélanger

                      mon espagnol et mon français, et donc, c'est

                      meilleur que je donne ma présentation et répondre

                      aux questions en anglais.

                              Let me begin, then, by giving you a preview

                      of what my presentation today will do. It's going

                      to basically summarize the work that I did for the

                      Groupe de travail. After a brief introduction, I

                      will spend a little time talking about my

                      credentials to provide service to the Groupe de

                      travail, then talk about what exactly my mandate

                      was from the Groupe, and go straight then to the

                      key productivity results that are perhaps of most

                      interest. That was the main reason that I was hired

                      to assist the group.

                              We'll then spend some time, as the

                      president requested, on some basic concepts of

                      productivity measurement that perhaps are not

                      familiar to the Régie, and I will go on from then

                      to talk briefly about why indexing this type of
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                      input price and productivity research is used in

                      the regulatory arena, particularly in North

                      America.

                              Then, we'll go back and talk some more

                      about my research. We'll talk about my

                      recommendations with regard to inflation measures,

                      my recommendations on a stretch factor for the X

                      factor, and then just summarize what my

                      recommendation were. And in the Appendix is a bunch

                      of the tables and figures from my report, so that

                      if subsequent to the presentation there is desire

                      to ask about certain tables and figures, it's right

                      there for everyone to see.

                              I think that it would be fine also to have

                      some questions during the course of the proceeding.

                      I mean, there will be plenty of times afterwards

                      for questions, but if you're really stomped about

                      something and that will slow things, it will damage

                      your comprehension, ask a question, but of course,

                      then, the presentation will go a little bit longer

                      than the fifty (50) minutes to an hour that it is

                      currently planned to be. Okay?

                              So, the Gaz Métro Groupe de travail has

                      proposed a new mécanisme incitatif and it has

                      formulas, escalation formulas for two kinds of
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                      costs, O&M expenses and depreciation expenses. And

                      each of these escalation formulas has an X factor.

                      This was the main reason that the task force hired

                      me to help them, because in the past, the usual

                      methods that are used in North America to ascertain

                      the appropriate X factor had not been used. And so,

                      I was to help in that area.

                              I prepared my report in March, and as Hugo

                      said, I have not been involved in the subsequent

                      discussions, and only quite recently actually saw

                      the final proposal of the group. But I perhaps can

                      answer some questions about that proposal.

                              Let me tell you a little bit about our

                      background. The company that I am president of, PEG

                      Research, is probably the leading North American

                      consultancy in the field of incentive regulation,

                      and perhaps more broadly, alternative regulation.

                      We have... our group has probably over fifty (50)

                      man-years of experience in this area. It is a

                      multinational practice and we've been fortunate to

                      do quite a few projects in Canada. I'm happy to say

                      that Canada has, if anything, been more open to the

                      use of more technical method and regulation than

                      it's even true in the United States.

                              We have a very diverse clientele. I think
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                      that's important for you to consider, as you hear

                      about the results of our research. We do do a lot

                      of work for utilities, like in the past, we have

                      worked, for example, for Enbridge Gas Distribution

                      in Ontario. But we also do a lot of work for trade

                      associations, I worked for the Canadian Electricity

                      Association, and I do a lot of work for the Edison

                      Electric Institute in the United Sates.

                              But on the other hand, we also do a lot of

                      work for regulators. We have, for many years,

                      advised the Ontario Energy Board on incentive

                      regulation. Overseas, we have done a similarly

                      large role for the Essential Services Commission in

                      Melbourne, Australia. We've done smaller amounts of

                      work for other regulator such as the Bundesmit-

                      Agentur in Germany, and we also are doing some work

                      for environmental groups and for consumer groups.

                      For example, right now, there is an X factor

                      controversy in Alberta, because the Alberta

                      Utilities Commission is making all of the utilities

                      there go the incentive regulation. And in that

                      proceeding, I am working for the Consumers

                      Coalition of Alberta.

                              So, we do... the services that we provide

                      include the design of these IR plans, and  also,
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                      and in particular the various types of empirical

                      research, input price and productivity research

                      that often support such plans in North America.

                              As for my personal background, right now I

                      am the President of PEG Research. I have been

                      working over twenty (20) years in this field, as I

                      mentioned earlier. I often testify on my work, and

                      I've testified some thirty (30) times on incentive

                      regulation issues. Before I became a consultant, I

                      was an Assistant Professor at the Pennsylvania

                      State University, and I was also, at one point, I

                      spent an enjoyable summer as a visiting professor

                      at HEC here in Montreal. So, I know that it doesn't

                      always have snow in the streets. I have a Ph.D. in

                      Applied Economics from the University of Wisconsin.

                              Moving on to the mandate for my work, the

                      main reason that I was hired by the Groupe de

                      travail was to provide supportive productivity

                      research for the design of the mécanisme incitatif.

                      And I did the three kinds of productivity work that

                      at that time I thought would be relevant for the

                      design of the mechanism. Most obviously, the total

                      factor productivity research, we'll soon talk about

                      what that means. But we also did productivity

                      research with respect to O&M expenses and also
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                      capital expenses.

                              In this work, we tried to use a definition

                      of cost that matched the cost that we thought would

                      be subject to index-based regulation. And at the

                      time, that meant excluding all pension and benefit

                      expenses, both in our calculations for Gaz Métro,

                      and also in any work that we did using the United

                      States data.

                              We also went on then to help the Groupe de

                      travail with respect to some appropriate inflation

                      measures for the plan, and also to consider this

                      little thing called a stretch factor that sometimes

                      is added to the X factor. Any questions about the

                      mandate?

                              All right, now, we're going to go, as I

                      said, straight to the key productivity results. And

                      let me just start with a little bit of introduction

                      about that, that research and productivity trends

                      is widely used in North America to design incentive

                      regulation plans. It has been used to set price

                      caps, or as it's been the case recently in some of

                      the Ontario plans, revenue caps, and also cost

                      targets such as the targets that have been used in

                      the current proposal of the Groupe de travail.

                              And there are two basic ways that you could
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                      set a... use productivity research, I will say, to

                      design an X factor, and one would be the use of

                      productivity indexes, which I will explain, and

                      also the use of an econometric productivity target.

                      And in the course of our work for the Groupe de

                      travail, we used both of these methodologies.

                              So, here are the results, on page 8, of the

                      productivity research that we did for the Groupe de

                      travail, and of greatest interest to you will be

                      the results for Gaz Métro. As I said, we had three

                      kinds of productivity. The O&M productivity result

                      was zero point seven three (0.73), which is to say

                      zero point seven three percent (0.73%), or seventy-

                      three (73) basis points of annual growth in the O&M

                      productivity. That is to say, the productivity of

                      the intrants d'exploitation of the company.

                              Then, we looked at Capex, which is to say

                      the dépenses de capital of the company, and there

                      we found a two point o'eight percent (2.08%)

                      productivity. And then finally, the total factor

                      productivity of the company was one point six six

                      percent (1.66%).

                              Now, if I was a regulator in Quebec,

                      setting aside the use of this in the course of the

                      proceeding, I would be very interested to know what
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                      is... how does that productivity trend of Gaz

                      Métro, which has been under incentive regulation

                      for a long time, compare to other standards of

                      productivity. Well, let's start by looking at the

                      econometric productivity targets, because I don't

                      have any results for other utilities with respect

                      to O&M productivity. And econometric productivity

                      target is based on the United States sample of

                      data, so we can say that this is a standard for the

                      United States that has been applied to the specific

                      business conditions of Gaz Métro as we see them

                      going forward. Okay.

                              So, what we found is that the econometric

                      productivity target was zero point five five

                      (0.55), one point five five percent (1.55%) annual

                      growth. In other words, with respect to O&M

                      productivity, that Gaz Métro's O&M productivity was

                      rather slow compared to a standard from the United

                      States. And with respect... O&M expenses consist of

                      labour expenses and also material and service

                      expenses. And so, one might ask, well, where was

                      their problem there, if indeed you can call it a

                      problem, we don't even know for sure that it's a

                      problem. But it turns out that it's the labour

                      productivity.
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                              In the United States, when you look at what

                      drives productivity growth of a gas distributor,

                      it's mostly labour productivity. And actually, Gaz

                      Métro's labour productivity has been very slow

                      relative to the United States.

                              As for Capex, the target was one point nine

                      two (1.92), compared to two point o'eight (2.08)

                      for Gaz Métro. So, in this respect, Gaz Métro

                      actually did a little better than the target. And

                      so, no problem there. I mean, from my point of

                      view, from a statistical stand point, there's no

                      difference between two o'eight (2.08) and one nine

                      two (1.92).

                              Now, when we go to total factor

                      productivity, we have some more information to

                      compare to Gaz Métro. For example, I did a study

                      for San Diego Gas and Electric and Southern

                      California Gas that I'm testifying to right now in

                      the State of California. And in that testimony, we

                      submitted an estimate of the total factor

                      productivity trend of the U.S. gas distribution

                      industry, or at least our sample, which includes

                      most of the largest companies. It's about thirty-

                      five (35) companies, and we found that their

                      productivity was one point one eight percent
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                      (1.18%) trend, over the nineteen ninety-nine (1999)

                      to two thousand eight (2008) period. So, as you can

                      see, Gaz Métro's productivity was actually

                      substantially in excess of that standard, and

                      that's in my opinion pretty impressive.

                              Now, it wouldn't be surprising if the

                      econometric target was fairly similar to that, and

                      what we found is that the econometric productivity

                      target for Gaz Métro, from the work that we did for

                      the Groupe de travail is one point one one (1.11),

                      and do that also is lower, and it seems that the

                      company's productivity growth overall has been

                      quite good.

                              And may I say too, and I think it's

                      important in evaluating the company's proposal,

                      that we are in the process of updating our work,

                      our estimate of the U.S. productivity trend in work

                      for the Consumer Coalition of Alberta, and there

                      has been a slowdown of gas distributor productivity

                      in the last couple of years that has something to

                      do with the recession, I don't exactly understand

                      fully why, but it is noteworthy that if we were to

                      update that study today, it would be an even lower

                      number. In fact, if we updated our econometric

                      productivity target for Gaz Métro today, it could
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                      very well be somewhat lower than the number on the

                      data through the sample period that we used.

                              So, now, of course it's also interesting to

                      know what other utilities in Canada are doing. And

                      one of the problems with incentive regulation for

                      energy utilities in Canada is that there is not a

                      lot of data on the trends of other utilities. It's

                      not very standardized. I mean, there's certainly no

                      standardization of data at all in Canada, whereas

                      there is in the United States, because all... it

                      turns out that all companies, electric companies,

                      for example, must file the same data with the

                      Federal Energy Regulatory Commission. And that's

                      not true for gaz distributor, but it so happens

                      that the individual states file these, ask for

                      reports that are based on something called the 4.2,

                      which is asked of the top gas transmission

                      companies in the U.S, but it also provides a pretty

                      good basis for research on... in other words, they

                      used that form that's for gas transmission

                      companies, but they ask local distribution

                      companies to fill it out with a few modifications.

                      And so, that does create a pretty good data set for

                      research on gas distributors. So, we have the

                      standardized data there, but not in Canada.
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                              However, we have, as I said, for a long

                      time done work for the Ontario Energy Board, and

                      recently, there has been a mid-term review of an

                      incentive regulation plan for the gas distributors

                      in Ontario. And here are the results. I was not

                      involved in this study, and you can see as well

                      that it's not a long sample period, it's only two

                      thousand six (2006) to two thousand ten (2010). But

                      nonetheless, the numbers here are very consistent

                      with the other numbers that are being presented. We

                      see that Union Gas has had productivity more like

                      Gaz Métro, and that Enbridge Gas Distribution had

                      productivity below. So, all of these numbers do

                      seem to suggest that probably Gaz Métro has had

                      somewhat superior TFP growth in the last... since

                      two thousand (2000), and perhaps this does say

                      something nice about its experiments with incentive

                      regulation, experiments which have not been pursued

                      by Hydro-Québec.

                              So, any questions about these numbers,

                      before I go on? Of course, there will be more

                      opportunity later. Okay.

                              So, now, let's go to some basic concepts,

                      for some of you are not so familiar with

                      productivity research. Productivity is a measure of
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                      enterprise efficiency. And traditionally, it has

                      been measured, the efficiency trend has been

                      measured using indexes. Now, so, very

                      fundamentally, what is an index? An index is a

                      mechanism that makes a comparison by taking a

                      ratio. For example, if you wanted to know the

                      inflation in the price of gasoline in Montreal, you

                      would... you could have an index of the gasoline

                      price in Montreal, as I'm sure there is such a

                      thing, and it would be the ratio of the... say, the

                      two thousand eleven (2011) price to the two

                      thousand ten (2010) price, and then minus one would

                      put it in the percentage terms.

                              Now, the beauty of indexes, what makes them

                      so useful, is that they can summarize multiple

                      comparisons by taking weighted averages of the

                      comparisons. And not only that, but there is

                      calculus available to show what types of averages

                      would be pertinent in the construction of an index,

                      so that they're really useful. And a familiar

                      example of this would be the IPC d'ensemble of the

                      Province of Quebec that is computed by Statistics

                      Canada. Because, let me just say that that would

                      probably track the trends and the prices of maybe

                      hundreds, or maybe even a thousand different
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                      consumer products, and the right weights would be

                      applied to that, because they would be the weights

                      in a consumer's typical budget. And theory would

                      show that was the right way to weight it up, to

                      make it relevant.

                              All right, now, one little complication is

                      that a productivity index is a ratio of two

                      indexes, so we're talking two indexes here. And

                      since it's a ratio, mathematically, the growth of

                      the productivity index is then equal to the

                      difference in the growth of the output index or the

                      indice d'extrant, and the input index, or indice

                      d'intrant. And when you're doing productivity work,

                      you're dealing with these growth rate formulas.

                      It's always about the growth in one thing minus the

                      growth in another thing.

                              Now, what would be some examples of some

                      output quantities? Well, if you're thinking about

                      the outputs that drive the cost, the number of

                      customers would be the first thing that come to

                      mind. The other thing that is really important is

                      the extensiveness of the system, how far it reaches

                      out to get to those customers. And unfortunately,

                      it's very hard to come up with a good measure of

                      that extensiveness, so in practice what people use
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                      is the miles of the line, or the kilometers of the

                      line. And that's confusing to some people, because

                      it's an input too. But nonetheless, it's a very

                      good measure of the output, and often is found to

                      be a statistically significant driver in cost

                      research. So, that's how it's usually done.

                              On the input quantity side, well, some

                      things that would make sense would be the number of

                      employees, the number of little trucks that they

                      drive around town when they're making repairs, the

                      number of services from the mains to the households

                      and things like that.

                              Now, here we get to the part about the

                      weights. Indexes, as I said before, measure trends

                      in multiple quantities or prices using weighted

                      averages, and in the case of an input price index

                      or an input quantity index. Calculus show that the

                      right weights to use are cost share weights. So,

                      that, let's say, for total factor, total quantity

                      measurement, well, the biggest cost is capital. So,

                      capital should have maybe twice the weight on it

                      than, would say, the labour or the materials and

                      the services.

                              And in fact, in theory, for example, a

                      cost-weighted input price index actually is

                      R-3693-2009                               MARK LOWRY

                      24 novembre 2011                         Examination

                                            - 39 -  Me Hugo Sigouin-Plasse

                      measuring the effect of input price growth on cost,

                      that's what it's actually doing.

                              As for output indexes, there's more than

                      one way to do output indexes. Sometimes, they use

                      the weights that come from the billing

                      determinants, for example, like the throughput. But

                      if you're doing cost research, the mathematics

                      again shows that the weights that you would use is

                      what we'll call cost elasticities, so that you have

                      a bigger weight on whatever driver is most

                      important in determining the cost.

                              And if you do that, then effectively, the

                      output index is measuring the effect of output

                      growth on cost. I'll come back, that's a little

                      confusing, and I'll come back to talk about the

                      elasticity in just a minute.

                              Now, input indexes, the next important

                      point is that the input index is the input

                      quantity. I use input for short. They vary in the

                      scope of the cost that's considered. You wake up in

                      the morning and you read in The Gazette over your

                      morning coffee, you might find that they're talking

                      about the labour productivity in Canada, okay? So

                      that would be a measure just looking at labour

                      compared to output.
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                              In this proceeding, in this work for the

                      Groupe de travail, it became important to look at,

                      to consider the productivity that would be relevant

                      for a cap on the dépenses d'exploitation. And that

                      would be a matter of the O&M productivity. We could

                      look at Capex and then, it would be Capex

                      productivity. And them finally, if the input index

                      is measuring all of the capital, all of the inputs

                      including capital, then we would have what is

                      sometimes called a total factor productivity or TFP

                      index. And those are the ones that have been most

                      frequently the subject of research in the

                      proceedings around North America.

                              Now, I want to talk next about how as a

                      practical measure we measure input quantity trends.

                      Because a very important result of calculus is that

                      when input price and quantitativity and indexes

                      have these cost share weights, as I mentioned

                      before, the cost growth is equal to the growth in

                      input prices plus the growth in input quantities.

                      That's just the basic result that comes from

                      calculus.

                              Now, if that's true, then you can rearrange

                      those terms and the growth in input quantities is

                      equal to the growth and cost minus the growth in
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                      the input prices. Well, that's convenient, because

                      you have a data on cost, and you might have a nice

                      little input price index that's very good at

                      summarizing trends in lots of different goods and

                      services. So, that's how we usually do measure the

                      quantities, actually. So, for example, it's labour

                      quantity of Gaz Métro the way we actually computed

                      that, would be to take the growth in their labour

                      cost minus the growth in a labour price index,

                      which in this case is a labour price index of

                      salaries and wages of utility workers in Quebec.

                              So, you see, in this respect, it's easier

                      than you might think to do productivity. But the

                      capital side, not so much. Because we have to... we

                      need to measure the capital quantity. And in other

                      respects, sometimes we also need to have the price

                      of capital. And so, you have to be able to somehow

                      decompose the cost of capital into a price and a

                      quantity. And most people who have never been

                      involved in incentive regulation have never really

                      thought about what the price of capital would be.

                      It's very confusing to people. And even the idea of

                      the cost of capital can be somewhat confusing.

                              And if you wonder why the incentive

                      regulation isn't more widely used around the United
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                      States, for example, and parts of Canada, it's

                      because they just aren't comfortable with thinking

                      about things like capital productivity. I know for

                      example, from personal experience, that in British

                      Columbia, that both the company and some of the

                      people who are working for the B.C. Commission

                      didn't like thinking about this and, so, they tried

                      very hard to find a different way to come up with X

                      factors, and we'll talk more about that later.

                              However, some of the commissions have been

                      more open to taking the bull by the horns, as we

                      might say in America, and trying to figure out what

                      would be proper in terms of this issue, and then

                      going on to measure total factor productivity, and

                      commissions in Canada that have done this is the

                      Ontario Energy Board, and now the Alberta Utilities

                      Commission.

                              So, anyways, one of the reasons that people

                      haven't liked some of the studies in the past is

                      that they way that they measure this capital price

                      and quantity, that was not actually mirroring cost

                      of service regulation, which after all, in which

                      the cost is a just appreciation and a return on the

                      plan plus taxes. And also, that you have an

                      historical evaluation of plan.
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                              And the other thing they didn't like about

                      some of the earlier studies is that the input price

                      index, the capital price index is very unstable.

                      And I've tried to fix these problems by developing

                      a new method for measuring capital cost and

                      breaking it down into a price and quantity that

                      does track the cost of service approach in

                      regulation, and also which, for example, the

                      historical evaluation of plan, and we'll come back

                      and talk about that later. And also, it has a very

                      stable capital price.

                              So, we have done, much of our recent

                      research has featured this newer approach to

                      capital cost work. And it's been used in all of our

                      work, for example, in Ontario, for some time. And

                      that methodology has been accepted there. So, I

                      like to think that one of the big problems with...

                      that has impeded the use of these researches is on

                      the way of being solved.

                              Now, here's another problem, though, about

                      the capital quantity part of things. In theory, the

                      quantity of capital, at any point and time, is a

                      function of the quantities added, and not just this

                      year, but in many past years. Gaz Métro, for

                      example, has I think something like a thirty-five
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                      (35) years service life. And so, you know, what's

                      relevant to them in terms of how much capital they

                      own today depends on their additions in the past

                      thirty-five (35) years. And how do we get those

                      quantities, by the way? Well, we had... if we knew

                      those additions, we would say, let's say we had a

                      construction cost index, well, we would just take

                      the ratio of the plant additions to the

                      construction cost index and that's your quantity.

                      So, that's what we want to have, but we don't have

                      that for Gaz Métro, because Gaz Métro has the

                      appropriate additions data only since nineteen

                      ninety-five (1995), fifteen (15) years. That's

                      actually better than what they have in Ontario, or

                      at least it's as good, but it still does not make

                      for excellent accuracy in total productivity

                      research.

                              Actually, what we had to do is to sort of

                      estimate what the additions were in earlier years

                      by looking at what the customer additions were in

                      those years. And it can be said than we you saw

                      that number for Gaz Métro's productivity, one point

                      six six (1.66), that's not a highly accurate

                      measure, it's just the best that we can do.

                              Now, I promised to come back to the topic
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                      of the elasticity weight and output index, and

                      let's just start by talking about what a cost

                      elasticity is. I like to think of it as the

                      percentage change in cost that results from a one

                      percent (1%) change in output, for example, the

                      percentage change in cost that results from a one

                      percent (1%) change in the number of customers

                      served. Now, another way that you might hear it

                      talked about today is as the ratio of the marginal

                      cost to the average cost, and that's also true.

                              Now, elasticities and marginal costs, you

                      might ask yourself, well, where would you get

                      estimates of those things, and that's one of the

                      places where econometric research comes in handy.

                      That if you have an econometric model, for example,

                      of cost, cost is a function, let's say, of

                      customers and line miles, and let's put a trend

                      variable in there.

                              Now, let's suppose that you give a

                      particular form to that function, that it's the log

                      of cost is sort of a linear function of the logs of

                      the customers in the line miles. Well, then,

                      those... And now, you go out and you get data for

                      the industry, and you estimate the perimeters A1

                      and A2. Well, those perimeters estimates are
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                      actually elasticities. What is more, if you want to

                      get the marginal cost, you would just multiply

                      those cost elasticities by the average cost

                      according to the formula, and you'd have the

                      marginal cost estimates. So, that's very useful.

                      And you know, there's a common theme to a lot of

                      this, with little tricks that actually make all

                      this work fairly easy, and... but consistent with

                      mathematical reasoning.

                              Now, you might ask yourselves, well, where

                      do you get... how do you decide what output

                      variables go into these cost models? Well, we've

                      been doing these cost models for many, many years,

                      and we have tried all sorts of different output

                      variables. Notwithstanding... So, we know what

                      variables to at least try, and each time we do a

                      new study, we'll try those same variables all over

                      again.

                              And basically, in our work for Gaz Métro,

                      we just used the variables that came in

                      statistically significant. There was no attempt to

                      play a game or something by leaving something out.

                      Anything that was statistically significant were

                      the variables in the cost model that were then used

                      in the research.
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                              Now, this has been a bit of an abstraction.

                      Let me just show you an example of one the models.

                      Here's the model for the O&M expenses, and we've

                      tried to keep this research as simple as we could

                      by just having sort of this linear functions that I

                      was talking about. And so, you see that what's of

                      interest here particularly is how many output

                      variables we were able to recognize. Remember that

                      Gaz Métro has proposed a cost per customer cap on

                      their O&M expenses, so did our research suggest

                      that there was another important output driver

                      other than the numbers of customers? And actually

                      no, what this research shows is that the number of

                      customers was the only statistically significant

                      output that affected cost.

                              Just for your interest, you know, the other

                      variables in the model, I mean, those were the only

                      other variables that we could find to be important

                      either, and it turned out that if you have cast

                      iron mains, that matters, and which would make

                      sense because if you have cast iron, maybe you have

                      higher O&M expenses. The number of electric

                      customers would help. If you have electric

                      customers and they're growing, then you get these

                      little scope economies. But Gaz Métro doesn't have
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                      the ability to realize that because they are

                      separate from Hydro-Québec. So, it's a nice little

                      model, high explanatory power.

                              Now, one other thing about productivity

                      I've mentioned is these econometric productivity

                      targets. And I know this does get a little messy

                      mathematically, and so I'm not going to present you

                      with the gory details with this, but I'm just going

                      to tell you that research has been done on what the

                      drivers of productivity growth are. Well, we know

                      how to calculate a productivity index, but what

                      makes productivity grow? Well, it turns out that

                      the experts on this are Canadians, three Canadian

                      economists from University of Toronto, Denny, Fuss

                      and Waverman did some classic research on this. And

                      they showed, for example, that you could decompose

                      TFP growth into a scale effect, a trend effect, and

                      some business condition effects.

                              Now, the scale effect is the realization of

                      economies of scale, where there's a tendency of

                      cost to grow a little more slowly than output, as

                      output grows. And the faster your output grows, in

                      theory, the more scale economies you can realize.

                      In the trends out there in the gas industry, scale

                      economies are fairly important, but no so much for
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                      electric power, and we don't know exactly why. The

                      trend effect is more likely effect of technological

                      change.

                              And then we have these miscellaneous

                      business condition effects, and an example of one

                      of those would be what I mentioned about the number

                      of electric customers. If your electric customers

                      is growing, it should help to accelerate your

                      productivity growth by a little bit.

                              Now, as I say, the math behind this is

                      complicated, so I'm not going to show that, but

                      I'll just say that the econometric results can be

                      used to estimate these effects. Not only that, you

                      can customize the result to a specific company. For

                      example, the issue of the economies of scale. Well,

                      that depends on how fast your customers grow. Well,

                      what is the forecasted customer growth of Gaz

                      Métro? Well, it's about two percent (2%), so we put

                      that right into the model, and now we have a custom

                      estimate of what their productivity growth would

                      be.

                              Another addition of the productivity growth

                      that typically utility management should achieve,

                      given the local business conditions of Gaz Métro.

                              Now, just to give you just a bit of
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                      intuition, let's go back to that O&M econometric

                      model. Remember, there's a trend effect. Well, the

                      trend effect is that number from the trend

                      variable. It says negative point oh one two

                      (-0.012). What is that mean? That means that the

                      base... according to the model, the base

                      productivity growth is about one point two percent

                      (1.2%). And on top of that, there should be a

                      little bit of scale economies realized. So, you can

                      see, this just gives you a little bit of an idea of

                      how the econometric is used to come up with these

                      econometric productivity targets.

                              Now, if I was you, I would ask, well, has

                      this been used somewhere else? And the place where

                      it's been used most commonly is in California. In

                      California, all the utilities for many years were

                      required to report productivity trends every time

                      they filed a rate case. And so, there is a lot of

                      work done about productivity. It's actually been a

                      big source of business for me over the years. But

                      it's important to know that in California, the

                      Utility Commission staff themselves favoured this

                      approach for many years. It was the staff that used

                      this approach. And they have on their staff a Ph.D.

                      economist.
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                              And I should have mentioned before, when I

                      presented that one point one eight percent (1.18%)

                      productivity growth in California recently, that

                      was replicated exactly by the staff of the

                      Commission. So, that was also the Commission's

                      estimate of the productivity of the industry.

                              Now, one part of the upshot of this is that

                      there is a little bit different output index for

                      each of the cost categories when we do this work.

                      And I think this led to some confusion that

                      resulted in some questions to Gaz Métro.

                              People looked at... let's look at the last

                      two sets of columns on this Table 3. And you see,

                      the second to last is called "cost-based output

                      indexes", and then it says "O&M productivity" and

                      "TFP". Well, the point of that was that there would

                      likely have little bit different... the last two

                      sets of columns on this Table 3. And you see, the

                      second to last is called "Cost-based output

                      indexes", and then it says "O&M productivity" and

                      "TFP".

                              Well, the point of that was that there

                      would likely have little bit different output

                      trends, because we have these different elasticity-

                      weighted indexes. And if you see, the difference
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                      between them is very, very small, one point nine

                      one (1.91) to one point nine eight (1.98).

                              Now, if you move to your right, you see

                      then these productivity numbers, zero point seven

                      three (0.73) and one point six six (1.66). And I

                      think some people may have looked at those and

                      said, "Oh, you know, you have these two measures of

                      productivity and you're only choosing the lower

                      one." But no, actually, the numbers in the second

                      to last set of columns are the outputs. And to get

                      to the productivity, you have to subtract off the

                      inputs.

                              So, look, for example, at the O&M

                      productivity. That says one point nine one (1.91).

                      Now, if you subtract from that the one point one

                      eight (1.18) trend in the input quantity of O&M,

                      that's how you get to the zero point seven three

                      (0.73). So, yes, the last two numbers are the

                      numbers that are the productivity numbers. And of

                      course, in the case of O&M, it's much lower,

                      because as we said, there's been a fait bit of O&M

                      input growth for Gaz Métro.

                   Q. [10] I'm sorry to interrupt, Dr. Lowry, because

                      you're pointing at different columns...

                   A. Do you want me to get up?
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                      Me HUGO SIGOUIN-PLASSE :

                      Est-ce que la Régie a besoin de se faire guider, ou

                      quelqu'un ou non, ça va? Parce que c'est des...

                      O.k. Parfait. Parce qu'on n'avait pas de pointers,

                      là.

                   Q. [11] Sorry.

                   A. Okay. Now, at this point, it might be a good idea

                      to talk a little bit about the use of indexing in

                      regulation, because we spent a lot of time talking

                      about productivity measurements without talking

                      about why it might actually be useful.

                              Well, let's talk about how indexing could

                      be used in the development of a revenue cap, and

                      let's start by the way that it is done in Gaz

                      Métro's current mechanism. Well, we want the growth

                      and revenue to roughly equal the growth and cost,

                      not so much the growth in their own cost, but you

                      know, the way a typical company's cost would grow.

                              All right, so we've already said that the

                      growth in cost is equal to the growth in input

                      prices and the growth in input quantities. All

                      right, now, so then, supposing you add and subtract

                      the growth and throughput, then... so it's still

                      equal. So then, you see that the growth in revenue

                      is equal to the growth in input prices minus the
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                      growth in a certain measure of productivity where

                      throughput is used as the output measure.

                              And these two pieces is what they call in

                      the current mécanisme incitatif, the price cap. And

                      then, to get from the price cap to the revenue,

                      you're going to multiply that times the throughput.

                      And so, mathematically, this is correct. However,

                      it does require the use of a different measure of

                      productivity than we've talked about thus far, that

                      uses the growth in throughput instead of this

                      elasticity-weighted index. And you know, I feel

                      that this is probably not the best way to do it,

                      because the growth in throughput, we're talking the

                      total throughput, it's not even the revenue

                      weighted, it's just the growth and throughput.

                              And for Gaz Métro, that's extremely

                      volatile, because the company gets a great share of

                      its base rate revenue from large customers, heavy

                      industry, for example, and the use of the gaz by

                      the heavy industry can be quite volatile. So, it's

                      very hard to come up with a proper productivity

                      measure using... when throughput is being used as

                      the output measure.

                              This is a very rare case where this

                      approach has been used to develop a revenue cap.
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                      The more common approach goes back to some more of

                      the research by Denny, Fuss and Waverman. They

                      found that... or you can show, using their

                      analysis, that the growth and cost is equal to the

                      growth in input prices minus the growth in

                      productivity, plus the growth in output. But now,

                      it uses those elasticity-weighted output indexes

                      that they basically invented.

                              Now, if you rearrange the terms of those,

                      you then get that the growth in cost minus the

                      growth of output is equal to the difference of

                      input prices in productivity. Now, this is really

                      the growth in the unit cost of the company is equal

                      to the difference in input prices and productivity.

                              Now, at this point, I'm thinking you're

                      starting to lose interest, but let me go then to

                      how they made this operational. People said, "Hey,

                      isn't it true that for an energy distributor like a

                      gas distributor, that the growth in output is best

                      represented by the number of customers served?"

                      Well, the research I just showed does suggest

                      there's a lot of truth to that. Okay, so then, you

                      suddenly have a new formula, that it's the growth

                      in cost per customer that equals the difference

                      between input price and productivity growth. And
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                      this has provided the basis for several types of

                      revenue per customer caps.

                              For example, Enbridge Gas Distribution, the

                      largest gas distributor in Canada, is using this as

                      their incentive regulation platform right now. And

                      in the United States, it has previously been used

                      by Southern California Gas, which is the largest

                      gas company in the United States. So, obviously,

                      some serious companies have thought to use this

                      logic, but only making it simpler by using the

                      number of customers as a pretty good approximation

                      for reality.

                              Now, this leads us to the cost caps,

                      because in the Gaz Métro proposal, they used cost

                      caps instead of these revenue caps, and they break

                      it down into two pieces. The growth in O&M expenses

                      and the growth in... well, I have it down here as

                      dépenses de capital. In reality I now realize,

                      having read the proposal, that's it's more...

                      better said to be their depreciation expenses. In

                      either event, it's the cost par client is equal to

                      the growth in inflation minus an X factor. And I'm

                      here to say that, you know, conceptually, this is

                      correct, that it is very similar to... potentially

                      very similar to having a revenue cap. So, if you
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                      were comfortable with the revenue cap, there's

                      nothing wrong with making them cost caps and

                      breaking in down into these two pieces, according

                      to mathematical reasoning.

                              And as to who has used this in the past?

                      Well, for starters, Enbridge Gas Distribution and

                      Gazifère have each used this approach once to just

                      have a index-based budget for their O&M expenses.

                      This was not their current plans, but their older

                      plans. And this approach has also been used in

                      Western Canada by B.C. Gas, and it says here Fortis

                      Alberta, that's incorrect, it's Fortis BC. And it's

                      also used by Vermont Gas Systems.

                              So, quite a few regulators have seen their

                      way to this formula where the number of customers

                      is actually the denominator.

                              And as for the advantages, well, one is

                      the... it does have this theoretical foundation,

                      and it also puts... it means there's less need to

                      measure Gaz Métro's own total factor productivity

                      since, as we've said, it's hard to measure that

                      accurately. It'll get a little bit easier over the

                      years, but you know, it'll be a long time before

                      it's as accurate as it would be for a U.S. company.

                              Now, so, in the Gaz Métro formulas, there
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                      are these X factors, and let's talk about how

                      usually these X factors are developed. There will

                      usually be a base productivity target, and then

                      also a stretch factor, or I think in Montreal

                      they're calling it a dividende client. And what

                      this does is it shares the benefits of accelerated

                      productivity growth. You will, you know, you're

                      under a new incentive regulation plan and your

                      productivity growth is going to accelerate because

                      you're inspired by the incentives. And the idea is

                      to share that acceleration with the customer

                      upfront rather than waiting for it to happen over

                      the years and sharing it then. Now, there are

                      actually better incentive properties to giving it

                      to them upfront, because to the extend you have to

                      share the benefit, you have less incentive.

                              All right, so, let's talk about how we

                      might set the base productivity. I've mentioned

                      that there's two basic approaches: there's the

                      econometric approach, and then there would be using

                      an index-based approach. And in this work for the

                      Groupe de travail, they only asked us to compute

                      the input price index for the... I'm sorry, it says

                      input... This is incorrect, I'm sorry. It says "Gaz

                      Métro's input price index", it should say "Gaz
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                      Métro's productivity index", so I apologize for

                      that.

                              The benefits of this were, first of all, of

                      using Gaz Métro's own number, is that it may be

                      that there are certain local business conditions

                      that it is difficult to recognize using the

                      econometric approach, that maybe there's something

                      about the company that they are, for example,

                      constrained from cutting their labour cost compared

                      to other gas distributors. Maybe too, the Régie has

                      a policy that if productivity growth can only be

                      achieved by laying off workers, then we're not

                      interested. I don't know, but... So, those would be

                      things to consider.

                              On the other hand, the negatives are that

                      there's a weakening of performance incentives in

                      repeated use. Now, this is the first time that the

                      company's productivity has been used, potentially

                      used to set an X factor. So, perhaps it's okay to

                      use it this time. But supposing they thought that

                      their productivity growth in this five years was

                      the basis for their X factor in the next five

                      years, well, of course they would reduce their

                      incentives to accelerate their productivity. But

                      for this one time, you could probably use it again.
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                      You could probably use it.

                              Now, the other problem is that maybe the

                      historical trend is too slow or too fast. We've

                      seen, for example, that their productivity growth

                      for O&M was pretty slow in the last few years.

                      Maybe they're ready to accelerate it now, and if

                      you use the company's own number, you would then

                      have the wrong target. At the other extreme, you

                      know, it could be growing too fast, let's say they

                      just had a merger and they got a bunch of economies

                      in the last five years, and then that's used as the

                      basis for the next five years, well maybe that's

                      unfair to the company. So, pros and cons.

                              Now, as for the econometric approach, there

                      are better incentive properties, because we don't

                      have to worry about... they're never going to

                      think, using this approach, that if their

                      productivity grows too fast that they'll just have

                      a higher X factor next time. And to some degree, it

                      can be tailored to local business conditions,

                      using... You know, the tailoring is as good as the

                      econometric model. On the other hand, it does

                      require econometrics, and I for one understand that

                      you know, people, you know, regulators might be

                      somewhat cautious about using technical methods
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                      that they're not very familiar with. So, those are

                      the pros and cons.

                              Let's talk then about the input prices,

                      recommendations for total cost. I recommended the

                      use of the gross domestic product implicit price

                      index for final domestic demand of the Province of

                      Quebec. Now, why would I use that? First of all, we

                      don't want an index. First of all, in the United

                      States, we have a problem with using macroeconomic

                      indexes like the GDPIPI, because they are... the

                      productivity of the U.S. economy grows pretty

                      rapidly, about over one percent (1%) a year, and

                      so, there's a tendency for the GDPIPI to... or CPI

                      to understate input price growth.

                              Nonetheless, when they use a macroeconomic

                      measure, they will... what they do is they will

                      typically use the GDPIPI. And by the way, they're

                      not making adjustment to the X factor, for the fact

                      that it tends to understate input price growth.

                      Well, why do they use the GDPIPI, because the other

                      measure are very heavy and price fall to

                      commodities that don't really have anything to do

                      with the base rate input to the gas distributor.

                              For example, the price of natural gas

                      itself, or the price of electricity, or the price
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                      of gasoline, all those things are relevant, and

                      then a thing too, that Canada is a big exporter of

                      oil, and natural gas, and metals. And so, you know,

                      those weigh pretty heavily on their GDPIPI. In the

                      United States, that's not so much of a problem. In

                      the United States, we use the GDPIPI because it

                      doesn't have as much weight on gasoline and natural

                      gas, because it adds in things, in addition to the

                      consumer products, it adds things like government

                      services and capital equipment. But in Canada, as I

                      say, it's a big exporter of natural resources, and

                      so, that's why I've recommended using the final

                      domestic demand, because that doesn't have the

                      exports in it. So, you would expect the GDPIPI for

                      final domestic demand to be pretty stable.

                              And the only other thing that you might

                      consider using is a core CPI, because the core CPI

                      will also strip out the gasoline, and the natural

                      gas, and food.

                              Now, for O&M expenses, I recommended using

                      a weighted average of the fixed weight salary and

                      wage price index of utility workers in Quebec. And

                      then also, for the other inputs, the materials and

                      services, I recommended the same GDPIPIFDD for

                      Quebec. And by the way, when it says for Quebec,
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                      it's not the actual input inflation measures, the

                      individual inflation measures of which there might

                      be hundreds. They're not for Quebec. The only thing

                      that makes it Quebec is the weights are Quebec-

                      specific. So it's not likely to be very different

                      from the national index. The national index, by the

                      way, is used in the incentive regulation plans in

                      Ontario.

                              Now, for Capex, what I recommended was a

                      weighted average of three indexes. There is a

                      capital stock price index for engineering

                      structures of gas and water utilities in Canada,

                      and that's computed by Statistics Canada.

                      Unfortunately, it's not available on a very timely

                      basis, and so there was a search to find something

                      that would be up to date and would be similar to

                      the fluctuations in this capital stock price index.

                              So, we looked at some different examples,

                      like there were some Quebec construction cost

                      indexes, and then there's also a Statistics Canada

                      power distribution construction cost index. And we

                      thought that of them all, that the power

                      distribution construction cost index would be

                      appropriate.

                              Now, we got a little fancy here, and we
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                      allowed for three categories, also one for the

                      développement informatique, which... there's a

                      software index from Statistics Canada for that. And

                      then, also, for every other cost, every other type

                      of Capex, we just used the same GDPIPI.

                              Now, this is an example, though, where

                      somebody else could look at this and say, "Oh,

                      that's too complicated, let's just use one of

                      these, use the big one, which is the capital... the

                      construction cost index." So, that's what the

                      Groupe de travail did, and you know, in my research

                      I find this all the time, that, you know, my job is

                      to show you, you know, the most accurate way, but

                      lots of times, they'll make it a little simpler.

                      And as I understand that the Régie had directed the

                      groupe de travail, they tried to keep it simple,

                      make it a little more simple than the last

                      mécanisme incitatif, so I don't... I think we have

                      a problem with that.

                              However, it is... and I should note that my

                      recommendations with regard to a Capex index were

                      for a Capex index, and what the groupe de travail

                      ultimately did is actually a depreciation expense

                      index. And so, I don't think that there's a very

                      good match between using the construction cost
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                      index and the depreciation. It would be better

                      to... I would just go back to GDPIPI for that

                      piece. But short of that, take an average like a

                      thirty (30) year average of the construction cost,

                      because that construction cost index is rather

                      volatile, and yet, the... Remember, I was talking

                      about how we measure capital price correctly, it's

                      not that volatile. And that's because it's a

                      weighted average of the trend in capital prices

                      over a thirty (30) year period, and that's not that

                      volatile. So, you know, that would be a small

                      change that would fix that little part of the

                      proposal.

                              Now, let's talk a little bit about the

                      stretch factor. This is, as I said, it guarantees

                      customers the benefits of faster productivity

                      growth, and they usually are in a range of zero to

                      one. Lot of plans don't have them. On average,

                      they're very... a fifty (50) basis points is

                      common.

                              We have our own little methodology for

                      doing this, and the basic idea is that the

                      productivity growth in the sample that's used to

                      construct the productivity index is reflective of a

                      certain incentive power of the regulatory system
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                      the utility operated under. And so, if you take

                      that, you know, those numbers, you may need to

                      adjust them to reflect the incentive power of the

                      proposed incentive plan. Maybe they're stronger

                      incentives under the new incentive plan.

                              So, if one only knew how much productivity

                      growth will typically accelerate as you go from the

                      typical regulatory system of the sample utilities

                      to the new proposed system, then you would have

                      something to share between the utility and the

                      customer.

                              And we actually have an incentive power

                      model that we use, that measures the incentive of

                      different types of regulatory systems. It's very

                      complicated, and it has to be, because, you know,

                      actual concrete regulatory systems are fairly

                      complicated and we use numerical analysis.

                      Basically, what we do is we have a mathematical

                      characterization of the regulatory system, and then

                      we have this model of the decision making of the

                      utility, and the utility is sort of like a gas

                      utility. And basically, we give the... there's a

                      decision problem for the utility under the

                      regulatory system and we give it ten thousand

                      (10,000) different ways of solving the problem, and
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                      we take the one that maximizes its goals. So,

                      that's how we come up with these numbers, and

                      they're actually pretty sensible.

                              Now, so, let's suppose that we were to use

                      data from the United States to... like that

                      econometric productivity target. Well, we would

                      be... in my research, I thought, well, Gaz Métro is

                      proposing something that has symmetrical fifty-

                      fifty (50-50) sharing of variances of costs from

                      the target. At the time I did the research, it was

                      supposedly going to have a seven-year term, and

                      there were no caps on the bonification under the

                      proposal.

                              Meanwhile, in the U.S. sample, my

                      experience suggests that the utilities typically

                      had a three-year rate case cycle, and that there

                      was no kind of sharing going on. Therefore, you

                      know, you compare the productivity growth that

                      would be typical of a gas utility under those two

                      regulatory systems, and what I found is that you

                      would expect a forty (40) basis point acceleration

                      in productivity growth. So then, if you divide

                      forty-three (43) by two, you get to about twenty-

                      two (22) basis points. That would be the indicated

                      stretch factor.
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                              Now, Gaz Métro took this number and used it

                      to propose a stretch factor and it is obviously

                      less than the fifty (50) basis points, but it is

                      based on this research. And I can tell you that

                      it's very, very common for utilities operating

                      under PBR to claim they will have no stretch factor

                      going forward. I mean, in Alberta right now, all

                      the utilities are saying they will... they propose

                      a zero stretch factor.

                              And it's also the case that you know, using

                      this methodology, there's no grounds for a stretch

                      factor for Gaz Métro at all, because they're using

                      their... they're proposing to use the X for O&M,

                      based on their historical productivity growth. And

                      unless there was a difference in the incentive

                      power of the new system compared to the old, there

                      would be no grounds for any stretch factor

                      according to my approach. So, there would be zero.

                              I would also say that I have found out

                      since that the plan that's been proposed does not

                      have a seven-year term, it is a five-year term, and

                      also, that there is a cap on gains and losses, the

                      bonification under the plan. So, if I was to do

                      this over again, I would reduce mt twenty-two (22)

                      even somewhat lower, I don't know, it would be

                      R-3693-2009                               MARK LOWRY

                      24 novembre 2011                         Examination

                                            - 69 -  Me Hugo Sigouin-Plasse

                      fifteen (15) or ten (10), to reflect the new plan.

                              So, summing up for O&M expenses, what I

                      recommended was similar to what Gaz Métro proposed,

                      growth and cost per customer is equal to inflation

                      minus X. And I recommended that you use a multi-

                      category enterprise price index for greater

                      accuracy that included a labour piece and then

                      GDPIPI for the rest.

                              And as for the productivity target and the

                      stretch factor, I gave them a range. As for the

                      productivity target, the range is seventy-five (75)

                      basis points to a hundred and fifty-five (155)

                      basis points. And the lower bound of that was Gaz

                      Métro's own productivity. I usually don't recommend

                      using own productivity, but you know, this is a

                      relation where perhaps there's something about

                      Quebec I don't understand, and I'm admitting that I

                      don't understand. At the high end, one point five

                      five (1.55) is based on the econometric

                      productivity target. As for the stretch factor, you

                      know, about two two (22) or two two (22) was my low

                      bound recommendation. And just to have a higher

                      bound, I said the fifty (50) basis points, that is

                      pretty common in incentive regulation. And so, you

                      get X factors that potentially could range from
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                      ninety-five (95) basis points to two hundred and

                      five (205) basis points.

                              Now, as for the Capex piece, I guess we

                      could skip over that, because they don't really

                      have a Capex. They don't really have a Capex as a

                      target, so I can come back to this is someone is

                      interested.

                              And way in the back there is a slide about

                      the total cost approach. I think that's actually

                      germane now, because at the time, I wasn't sure

                      they might want to have a total cost approach. And

                      with respect to that, I recommended the inflation

                      measure be the GDPIPI, and once again gave them a

                      range of base productivity that went from the

                      productivity target from the econometrics, and at

                      the high end was their own productivity target.

                              So, that completes my presentation, and I'm

                      happy to take questions now.

                      Me HUGO SIGOUIN-PLASSE :

                      Alors, Monsieur le Président, thank you Dr. Lowry.

                      Je n'aurai pas de questions complémentaires, donc

                      je vais laisser le docteur Lowry répondre aux

                      questions qu'on lui adressera.

                              Maintenant, je note donc deux corrections à

                      apporter. Docteur Lowry a identifié deux
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                      corrections à apporter à sa présentation, alors,

                      écoutez, pour que ce soit clair pour tout le monde,

                      ce qu'on pourrait faire c'est prendre un engagement

                      de fournir une copie corrigée pour que tout le

                      monde ait la même copie au final.

                   Q. [12] Alors, if you're able, Dr. Lowry, to provide

                      us with a corrected presentation. So, you made two

                      different corrections. Merci, Monsieur le

                      Président.

                      LE PRÉSIDENT :

                      Engagement numéro 1.

                      ENGAGEMENT 1 :    Fournir copie de la présentation

                                        corrigée de Dr. Mark Lowry.

                      LE PRÉSIDENT :

                      O.k. Je pense que ce serait un bon moment pour

                      prendre une pause. Donc, de retour à dix heures

                      moins vingt (9 h 40). C'est plutôt onze heures

                      moins vingt (10 h 40).

                      SUSPENSION DE L'AUDIENCE

                      REPRISE DE L'AUDIENCE
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                      LE PRÉSIDENT :

                      Bonjour, Maître Turmel.

                      Me ANDRÉ TURMEL :

                      Bonjour, Monsieur le Président. Alors, nous

                      n'aurons que quelques questions, compte tenu que

                      les questions des demandes de renseignements

                      écrites ont été déposées il y a quelque temps et

                      qu'elles seront répondues, espérons-le,

                      complètement demain. Alors, André Turmel pour la

                      FCEI.

                      CROSS-EXAMINED BY Me ANDRÉ TURMEL:

                   Q. [13] Good morning, Dr. Lowry. I would ask you to go

                      back to page 6 of your PowerPoint presentation of

                      this morning. This morning, when you described your

                      mandate about the calculation of productivity

                      trends for Gaz Métro for the year two thousand

                      (2000) to two thousand nine (2009), you put a

                      specific bullet on... with respect to the fact that

                      it was important to make sure that some costs were

                      excluded, and you said excluded costs, for example

                      pension and benefits that would not be subject to

                      indexing in the mécanisme incitatif, so I just want

                      to make sure I understand you, understood what you

                      meant.
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                              Can we conclude from what you said this

                      morning that, from that statement, that you do

                      think it's important to match the data used to

                      perform the analysis with the data subject to the

                      incentive mechanism?

                   A. Yes.

                   Q. [14] That's right, okay. Perfect. Now, please go

                      back, we'll move on to page 30. In fact, your last

                      slide from this morning, when you... because you

                      did a summing up of both O&M expenses, and on Capex

                      I wasn't sure, because during the course of your

                      presentation this morning, you did notice that for

                      Gaz Métro, the Capex was the depreciation. And I

                      just want to make sure, and this morning, when you

                      closed you remark on Capex, you said that you won't

                      do much more explanation on that.

                              I just want to make sure that in your

                      analysis that you performed, you looked at

                      depreciation, you did not look at capital plus

                      depreciation. I just want to make sure that you...

                      are we talking about the same thing? When you talk

                      about Capex here, it's depreciation only, or if

                      Capex would be depreciation plus capital cost?

                   A. Well, in this study, at the time my understanding

                      was that they literally wanted to use the Capex, as

                      R-3693-2009                               MARK LOWRY

                      24 novembre 2011                   Cross-examination

                                            - 74 -         Me André Turmel

                      we would call it in the United States. I think here

                      it's maybe dépenses de capital, the actual plant

                      additions. That's what this research was about. And

                      we didn't actually do, say, capital cost. If we

                      did, it would have been a lower X factor, actually,

                      than this. These are very high. But it would have

                      been lower. Because in the United States, Capex is

                      usually the slow... is usually the rapid growth

                      input. It has the lower productivity associated

                      with it. So, if I had to do the econometric targets

                      for capital cost, it would have been lower than

                      these.

                   Q. [15] Okay. And just going back now to your report,

                      because I did not participate of course to the

                      negotiation, so your report is dated, was filed

                      March eight (8), twenty eleven (2011), that's

                      right?

                   A. That sounds right.

                   Q. [16] And with the copy we had that was filed here

                      in this case, it's still written on the first page

                      "Preliminary Discussion and Results". Is that the

                      final one or is that a...

                   A. No, it's final. I thought they might ask me to do

                      more work, and they never did.

                   Q. [17] Okay. So, it's just a typo, sort of?
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                   A. It's not a typo, it's just... maybe they could have

                      deleted that, because it ended up being the final

                      report.

                   Q. [18] Okay, because you did a first sort of a draft,

                      close to a final draft, then you filed it to the

                      client, and then you discussed, and then you filed

                      it back? Is that what happened? I just want to

                      understand the process.

                   A. Well, I'm trying to remember. I don't recall if we

                      gave this, submitted this before the meeting in

                      Montreal. I don't remember.

                   Q. [19] Okay, because it's...

                   A. But basically, you know, the report is final unless

                      you ask us to do more work. Because, if you notice,

                      at the end, it says "suggestions for more work",

                      and at the time no one said this is necessarily the

                      end. So, it was only in that sense that it was

                      preliminary.

                   Q. [20] It's never ended, it's always... But I mean,

                      it's ended, but what you meant is that could be,

                      there could be some further discussion...

                   A. Yes.

                   Q. [21] ... provided that the Régie would ask you some

                      other stuff?

                   A. Well, I wasn't thinking of the Régie, I was
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                      thinking of the Groupe de travail.

                   Q. [22] The Groupe de travail, sorry, I meant the

                      Groupe de travail. Okay. Thank you very much. C'est

                      mes questions, Monsieur le Président.

                      LE PRÉSIDENT :

                      Merci, Maître Turmel. Maître Legault?

                      Me HUGO SIGOUIN-PLASSE :

                      Alors, maître Legault me faisait rappeler, parce

                      qu'on a discuté à la pause, quant aux DDR, les DDR

                      sont là, mais on ne les répète pas bien sûr, elles

                      sont déposées. Et je comprends, j'ai discuté avec

                      mon confrère tout à l'heure, qu'idéalement, la

                      Régie avec maître Legault ferait son contre-

                      interrogatoire, son interrogatoire, et à la fin,

                      moyennant probablement tout le travail qu'il aura

                      fait, moyennant les questions fort pertinentes

                      qu'il aura posées et les réponses qu'on aura eues,

                      peut-être que là, on verra déjà que le débat avec

                      mon collègue sera peut-être à toutes fins utiles

                      non nécessaire, ou nécessaire, mais ce que je

                      suggère, c'est que ce n'est pas une fuite en avant,

                      mais en même temps, ça nous permet de s'éviter un

                      quinze (15), vingt (20) minutes de débat ou une

                      demi-heure de débat maintenant. Alors, c'était ça

                      que vous aviez en tête, Maître Legault?
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                      Me LOUIS LEGAULT :

                      C'est ça.

                      Me HUGO SIGOUIN-PLASSE :

                      C'est bon? Bon, bien, écoutez, c'est bien, ça va

                      bien.

                      Me LOUIS LEGAULT :

                      Alors, ma collègue, maître Cardinal, va s'approcher

                      du témoin, non pas pour être une espionne dans

                      l'enclave, mais pour pouvoir projeter en temps

                      opportun les formules auxquelles on fera référence,

                      et ainsi m'éviter de répéter GDPIPI...

                      CROSS-EXAMINED BY Me LOUIS LEGAULT:

                   Q. [23] Good. Well, first of all, good morning Dr.

                      Lowry, welcome.

                   A. Bonjour.

                   Q. [24] Mr. Chair, this morning, in his opening

                      remarks, said that he would ask you to be patient

                      and to be pedagogical in your presentation, and

                      I'll ask you to do the same as regard to my

                      questions. I don't want you to feel cheap here, but

                      we're really going to use you. You're probably the

                      first witness that has your depth of knowledge of

                      PBRs that has come to testify in front of the Régie

                      since we've been dealing with PBRs. I mean, there's
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                      been others, but... So, we're really going to take

                      this opportunity to ask a bunch of questions and

                      just to deepen our knowledge of what is done

                      elsewhere, what your opinion will be on different

                      matters.

                              First of all, you described your mandate at

                      page 6 of your PowerPoint, I won't go back on that,

                      and Maître Turmel just asked you questions

                      regarding a first report and a second report.

                      Again, no question on that, but I'd like to ask

                      you, was the scope or the nature of your mandate

                      changed during its course? In other words, were you

                      given any additional sets of instructions, were you

                      given additional questions to look into while you

                      were preparing your report?

                   A. I have to say I don't remember exactly. In

                      preparing for this testimony, I didn't go back and

                      look at the original proposal. I think there was a

                      little bit of mission creep, perhaps. I don't

                      remember whether the original proposal included any

                      discussion of the inflation measures, for example.

                      So I'm not sure, but there may have been a modest

                      amount of mission creep, as we're saying in

                      America, a military term meaning the gradually

                      increasing scope of a mission.
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                   Q. [25] At page 46 of your report, you mention:

                                   Should the Task Force instead...

                      At the bottom of the page,

                                   ... choose index-based cost benchmarks

                                   for operation and maintenance for O&M

                                   and capital spending...

                      Me HUGO SIGOUIN-PLASSE :

                      Si vous me permettez, pour permettre au témoin

                      de...

                      Me LOUIS LEGAULT:

                   Q. [26] Please get to the page, no problem.

                   A. I'm there.

                   Q. [27] Okay.

                                   ... as Gaz Métro proposes, it should

                                   recognize the special difficulties...

                      Was this knowledge you had when you sent your first

                      draft, or is this information you got later when

                      you sent your final draft?

                   A. I'm sorry, I don't quite understand the question.

                   Q. [28] Well, the fact that Gaz Métro was proposing

                      instead of an index-based cost benchmark... Gaz

                      Métro was proposing an index-based cost benchmark

                      for O&M and capital spending. Should the Task Force

                      instead choose this approach rather than the one

                      that you described beforehand in your paper? Now,

                      R-3693-2009                               MARK LOWRY

                      24 novembre 2011                   Cross-examination

                                            - 80 -        Me Louis Legault

                      was this information you had when you sent your

                      first draft, or it's knowledge that you got before

                      finalizing your second draft?

                   A. Well, first of all, I think I can answer the

                      question, but I still want to find the place where

                      this is said.

                   Q. [29] Please.

                   A. Where is it? You said it's on 46?

                   Q. [30] Yes, at the bottom of the page.

                   A. Okay, okay. All right. I think the answer to the

                      question is that when the project first started, I

                      thought they were more interested in something like

                      a comprehensive revenue cap. And as events

                      unfolded, it seemed like they wanted to go in the

                      direction of a cost cap with two pieces, and I was

                      happy to do that extra piece of work, because

                      it's... you know, there's nothing... I mean,

                      there's methodology for that, and as I've said in

                      my presentation, mathematically there's nothing

                      incorrect about doing that, so, yes, that is one

                      aspect in which the extra... that my work evolved.

                      But as for the...

                              So, I learned in the course of preparing

                      the report, that this would also be of interest and

                      so, I was trying to be helpful by, you know, by
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                      also giving them some information that would help

                      them with this.

                   Q. [31] Great. You've just mentioned cost caps. Just

                      for my general knowledge, when we talk about cost

                      targets, cost caps, cost benchmarks, are we

                      essentially talking about the same thing?

                   A. Yes.

                   Q. [32] Now, I think I heard you earlier on, you said

                      that you more recently took cognisance of the Task

                      Force proposal for an incentive mechanism, and that

                      you were ready to answer questions about it. Did I

                      hear you right when you said that earlier on?

                   A. Well, I will try to, if I can, and there are cases

                      where maybe I haven't thought through something, I

                      may not have an opinion, but if the Régie would

                      like my comments, I will provide them.

                   Q. [33] Perfect. Now, we'll start with a series of

                      questions regarding productivity and productivity

                      measure. I'll bring you to page 5 of your report.

                   A. Okay.

                   Q. [34] Perfect. Now, yes, point 2.1.1, you write :

                                   A productivity index is the ratio of

                                   an output quantity index ("Outputs")

                                   to an input quantity index ("Inputs").

                      And the formula is right up there on the screen,
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                      Productivity equals outputs on inputs.

                                   It is used to measure the efficiency,

                                   with which firms convert production

                                   inputs into the goods and services

                                   they offer. The indexes we develop for

                                   the study measure productivity trends.

                                   The growth trends of such an index is

                                   the difference between the trends and

                                   the output and input quantity indexes.

                                   Productivity grows when the output

                                   index rises more rapidly of falls less

                                   rapidly than the input index.

                                   Productivity growth can be volatile

                                   due to fluctuations in output and the

                                   uneven timing of certain expenditures.

                      Trend equals trend outputs minus trend inputs. Your

                      formula number 2 in your report.

                              The productivity measure that you are

                      presenting seems to be anyway a global measure of

                      productivity based on all of the distribution

                      activities of Gaz Métro rather than one segmented

                      by consumer classes. Am I right in saying this?

                   A. Yes. It isn't specific to a consumer class.

                   Q. [35] Is it possible to measure productivity growth

                      by consumer class as opposed to a global measure?
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                   A. I think that's very difficult to do. I hesitate to

                      say that it's impossible, but I think that that is

                      generally considered very difficult, and perhaps

                      impossible.

                   Q. [36] Looking over the difficulties, what would be

                      the pros and cons of such an approach?

                   A. Well, the... I can tell you that in Ontario, you

                      would have a productivity measurement that's very

                      strongly affected by whatever is happening to the

                      residential and small business classes. And the

                      IGLA would say, "Well, what does have to do with us

                      and is there any way to have a separate X somehow

                      for us?" So, it has come up in that context.

                              Now, here in Quebec you have a very

                      different company that... where the residential is

                      the smaller part of the total load. And so, some of

                      the same issues probably do apply, but it's

                      difficult to do that, and now that you're

                      refreshing my memory, in my work for the Ontario

                      Energy Board, I developed a way to try to do that,

                      but they were horrified with how complicated it

                      was. If you think every I showed you so far is

                      complicated, that was really complicated. So it

                      wasn't. I think they worked out something, the

                      parties worked out something by way of allocations
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                      to classes. I forget. I don't remember exactly

                      what.

                   Q. [37] Again, I'm asking you to be patient, some of

                      my questions may seem to be a bit dumb or

                      rhetorical and the exercise here is to get your

                      output or your position on certain things. Would

                      you agree that all distributors have a unique mix

                      of customer base? Some distributors, you just

                      mentioned earlier I mean, compared to Ontario or

                      Quebec, some distributors have a more homogeneous

                      consumer base; as an example, if we were to compare

                      Gaz Métro to Gazifère, I don't know if you're

                      familiar with Gazifère, it's the...

                   A. Somewhat, it's been across from Ottawa.

                   Q. [38] If we were to compare both of these companies'

                      consumer bases, we would recognize from our study

                      of the filings they do every year in their own rate

                      cases, that the residential customer base is much

                      greater with Gazifère than it is with Gaz Métro.

                   A. Uh-huh.

                   Q. [39] Yes.

                   A. Sure.

                   Q. [40] Okay. In order to simplify where I'm going

                      here, for the need of the present discussion, let's

                      suppose that the input is represented by the hook
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                      up costs and that the output is represented by the

                      number of customers. The cost required to supply

                      industrial client is, we take for granted that it

                      is greater than that of a residential customer, so

                      all things being equal, wouldn't you agree that the

                      cost growth for connecting industrial customers to

                      the network be greater than that of a residential

                      customer?

                   A. Yes. Substantially greater.

                   Q. [41] How does your productivity measure account for

                      the different consumer classes for which unit cost

                      per customer can vary significantly from one class

                      to another?

                   A. Yes. My approach doesn't do that. I mean,

                      effectively, the number of customers, the trend in

                      the number of customers is a customer weighted

                      average of the trend in the individual service

                      classes but it would be nice to be able to refine

                      that a little bit, it's just another step however

                      in the direction of complexity and it's hard to

                      come up with weights for those customers, it's

                      actually a challenge that I am grappling within my

                      work for the consumers in Alberta because the

                      Alberta gaz utilities have proposed specific caps

                      on individual customer classes, a common
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                      productivity minus X formula but the specific

                      growth in customers for that class is used. And so

                      I have been thinking about is there some way to

                      refine the research to reflect that particular

                      implementation.

                   Q. [42] Going a little further, with the global

                      productivity measure every new customer for which

                      the unit cost would be lower than the global

                      measure would generate a hike in productivity and

                      inversely any client with a unit cost higher than

                      the mean unit cost would generate productivity

                      reductions. Do you agree with this?

                   A. I am reluctant to say I agree but that might be

                      true. That might be true that there is a difference

                      and I'm not sure.

                   Q. [43] In the same vein, wouldn't hooking up an

                      industrial customer for which the mean unit cost is

                      higher than the productivity measure be considered

                      as a reduction in productivity in the end?

                   A. As I measure it, yes. As I have measured it in the

                      study, yes.

                   Q. [44] So, wouldn't such a formula create an

                      incentive for the distributor to hook up more

                      residential customers rather than big industrial

                      ones as a productivity measure approach naturally?
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                   A. I would say yes, there is some tendency there but

                      that it's a lot easier said than done to get a

                      customer to use gas in Gaz Métro service territory

                      and it is therefore, you know, I don't think from

                      what I have been told that there is a fantastic

                      opportunity here to take advantage of this index by

                      doing far more residential hook ups than in the

                      past.

                   Q. [45] Nothing is as simple as it looks but if we

                      conclude that the productivity measure that you are

                      proposing captures more the evolution of cost per

                      customer rather than the productivity variations

                      attributable to network optimization, technological

                      modification or advances or again other factors,

                      can we conclude that?

                   A. No, those costs are reflected in our numbers. It's

                      not like those costs were stripped out. They would

                      tend to slow the productivity growth and this gets

                      also in the issue of a long run marginal cost as

                      compared to a short run marginal cost. You know,

                      you've just looked at the cost of literally

                      extending the réseau across the street that's

                      lower, but in the long run, you have to consider

                      some of these additional reinforcement tasks and

                      the like, and they're sort of implicitly shared
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                      amongst all the customers and there is, to my

                      knowledge, no good estimate of this marginal cost

                      for Gaz Métro.

                   Q. [46] In your report, on pages 6 and 7 you state

                      that output indexes used to measure productivity

                      may be designed to measure the impact of output

                      growth on cost or on revenue, and we've just put up

                      the formulas. There's something missing here in the

                      second formula after the total factor productivity,

                      there should be an equal sign there.

                   A. It appears that's true.

                   Q. [47] Yes. Could you for the benefit of the Régie

                      and everybody in this room, explain the difference

                      between a cost based and a revenue based output

                      index? What are the determinants of these indexes?

                      The number of clients, volumes, et cetera.

                   A. Well, very good question. A few of the

                      determinants, a few of the quantities, are the same

                      for both, like the number of customers. But

                      basically, remember I said before that indexes

                      summarize multiple comparisons and they do it by

                      taking weighted averages, so it becomes very

                      important what types of averages do you use. And

                      that depends on how the index is to be used.

                              If you were designing a price cap, you
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                      would use a revenue weighted approach and so, in a

                      lot of the research, if you went back and collected

                      all the productivity studies over the years that

                      have been done, if they were for price caps they

                      should probably have used a revenue weighted

                      approach whereas if it's more for a revenue cap or

                      cost cap, then you would use the more cost weighted

                      approach.

                              In other words, you want for a price cap

                      you want a weight that reflects the effect of the

                      billing determinants on revenue so it would be

                      revenue weights. But for a cost cap you want the

                      effect of the output on cost and so you would use

                      the elasticity weights.

                              To make this a little bit concrete, I might

                      take the example of indexes that are prepared by

                      Statistics Canada of the productivity trend of gas

                      and water distributors. They are very... That's

                      very slow. They're negative I think. They're close

                      to zero or negative over long recent periods. And

                      sometimes utilities like to point to those and say,

                      "Look, geez, it's really, I think, a gas

                      distributor in Canada as evidenced by these

                      negative productivity trends." Well, those indexes

                      use the revenue weighted weights, and because there

                      R-3693-2009                               MARK LOWRY

                      24 novembre 2011                   Cross-examination

                                            - 90 -        Me Louis Legault

                      is a decline in average use of gas that's quite

                      material in Canada, it really slows down the result

                      in productivity trend.

                   Q. [48] On Table 3 of your report, you report that the

                      total factor of productivity, and one of your pages

                      this morning of your PowerPoint showed that, as

                      grown by a rate of one hundred and sixty-six (166)

                      basics point to one point sixty-six percent

                      (1.66 %) over the two thousand (2000) to two

                      thousand and nine (2009) period.

                              Just to be sure that we interpret you right

                      here, could we say that the productivity of Gaz

                      Métro increased by an average of one point sixty-

                      six percent (1.66 %) per year during that period.

                      Is that what you are saying here?

                   A. I think. Yes.

                   Q. [49] Okay. Could you explain why you suggest that a

                      cause based index be used to evaluate productivity

                      and later in your report you propose a revenue cap

                      formula, we find out on page 45 of your report.

                   A. Uh-huh.

                   Q. [50] Why would a cost based approach be favourable

                      to a revenue based metric approach? It's a two-tier

                      question.

                   A. Well, in my presentation I explained that you could
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                      develop a revenue cap using either the revenue

                      weighted indexes or the cost based indexes and Gaz

                      Métro's old plan in fact used a particular type of

                      revenue rated index but it was just the simplest

                      one imaginable total throughput. And the

                      alternative approach is based on the idea that well

                      the revenue is supposed to track cost and so, in a

                      sense, at that point you can say forget about

                      revenue, let's just focus on what cost theory

                      suggests would be appropriate. And most revenue

                      caps have taken that latter approach which uses a

                      more, where elasticity weighted indexes are more

                      relevant. And that's for example how you get to say

                      a revenue per customer cap. Well, why is it revenue

                      per customer? Because customers are the biggest

                      cost driver.

                   Q. [51] I would like you to expand a bit more on the

                      implications. We'll go to a concrete example here:

                      again, expand on the implications of choosing a

                      cost based output index which is determined by the

                      number of customers served and the number of miles

                      of transmission lines, rather than a revenue based

                      output index determined by the delivery volumes,

                      contract demand and the number of customers served.

                      Now, the example I want to give you here is that
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                      there was a situation in two thousand and seven

                      (2007) when one of Gaz Métro's major industrial

                      clients dramatically reduced its consumption such

                      that there were a major decrease in volumes for the

                      company.

                   A. Uh-huh.

                   Q. [52] However, the number of clients and the

                      distribution costs were not affected. So in a case

                      where there is no change in the number of clients

                      but an important change in volumes delivered, how

                      would the productivity measure be affected?

                   A. Well, how would a revenue weighted productivity

                      measure be affected? That's a good illustration of

                      why the revenue weighted approach is probably less

                      desirable. But if you... You know, I think you've

                      already alluded to the fact that if you take the

                      idea of a revenue weighted index to its logical

                      conclusion, you would have all of the individual

                      billing determinants and so you could have contract

                      demand and apparently it would get a not so small

                      weight for Gaz Métro. So you could do that. It's a

                      lot of work to develop that but it could be done if

                      you were interested.

                              In other words, if you wanted to refine the

                      current Gaz Métro approach, you could go to a fancy
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                      revenue weighted output index instead of total

                      throughput. I personally think it's better just to,

                      you know, go to the cost approach but that would be

                      your right. That would make a difference and that's

                      why when I did, I did do some research to try to

                      guestimate what an X factor would be using the old

                      approach which was just total throughput and, you

                      know, it was hard because there was, there is

                      extreme volatility in that total throughput and it

                      was very hard to know what sample period would even

                      produce a relevant X factor. It would be easier if

                      it was revenue weighted.

                              I don't think, however, that you know, you

                      end up with a much different result. Don't... I

                      want you to understand me, at the end of the day

                      both approaches could produce, could potentially

                      produce a similar outcome. It's just that it's

                      easier to forget about the revenue weighted

                      approach entirely in my opinion and that's what

                      other, you know, almost everyone has done.

                   Q. [53] In your experience, would it be reasonable, or

                      is it reasonable to expect the distributor's staff

                      to apply the appropriate technique to calculate the

                      total factor productivity. I mean is it something

                      that requires advance mathematical knowledge or is
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                      it possible to breakdown the process into simple

                      steps?

                   A. Oh, you know, it's hard, but it's not that hard.

                      You know, if the Régie... The California Public

                      Utilities Commission has a full time Ph.D.

                      economist who does these things. Now, usually, the

                      utilities file their own study and then that

                      economist appraises the study. But if the Régie

                      wanted eventually to continue with this and maybe

                      extend it to the power distribution of Hydro-

                      Québec, which I think would make a lot of sense,

                      than you know you might... you would get a... you

                      could hire somebody to help you to develop some

                      in-house expertise on that. So it takes a while, it

                      takes some training.

                   Q. [54] Okay. Now we'll go from productivity measure

                      to revenue cap...

                   A. Uh, hum.

                   Q. [55] ... and talk more about general concepts

                      regarding the revenue cap. Again, in your report at

                      page 10, at 2.2.1, no, sorry on top of the page,

                      2.2. you write and let me read this:

                                   "The rate adjustment mechanism is one

                                   of the most important component of an

                                   IR (Incitative Regulation) plan."
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                      Which is the same as a PBR I mean.

                                   "Such mechanism can substitute for

                                   rate cases as a means to adjust

                                   utility rates for trends and input

                                   prices, demand and other external

                                   business conditions to affect utility

                                   earnings. Those mechanisms make it

                                   possible to extend the period between

                                   rate cases, reducing regulatory costs

                                   and strengthening utility performance

                                   incentives. The mechanism can be

                                   designed so that the expected benefits

                                   of improved performance are shared

                                   equitably between utilities and their

                                   consumers."

                      And a little later on, at page 14, you come up with

                      formula 18 on top of the page and you say:

                                   "This provides the basis for the

                                   revenue cap formula Growth..."

                      A few questions regarding this. The revenue cap

                      formula is a function of the cost per customer

                      growth and the inflation growth while rates, on the

                      other hand, are a function of costs and volumes,

                      cubic metres. Am I right?

                   A. Yes.
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                   Q. [56] Can you indicate how a revenue cap formula

                      ensures that additional costs are compensated by

                      additional revenues and consequently that

                      productivity growth will result in a downward

                      effect on rates.

                   A. Well, if you have a revenue per customer cap like

                      this, and it's embedded in a well designed plan,

                      hopefully there will be accelerated productivity

                      growth. There will be cost savings. Now, how

                      they're allocated amongst the service classes is

                      not addressed in this formula. So there has to be a

                      decision about that and I'm not saying that's an

                      easy task but, I mean, there's certainly, you know,

                      the formula is, like I say, embedded in a proper

                      plan, well, will stimulate cost reductions.

                   Q. [57] To the best of your knowledge and we've seen

                      through your cv that you've worked for different

                      companies, different utilities, boards, regulators,

                      interveners, consumer groups, do you know if gas

                      distributors who operate under price cap or revenue

                      cap PBRs also have incentives on activities

                      upstream of distribution such as supply, transport

                      or storage?

                   A. Well, that's usually considered a separate issue

                      and there are many distributors in the United
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                      States that are still supplying a lot of gas, they

                      procure gas for their customers, and so there are

                      many utilities that have some sort of a targeted

                      performance incentive plan for their upstream

                      operations but it's a separate matter.

                   Q. [58] Again, to the best of your knowledge, in those

                      cases, are you aware or can you indicate if assets

                      related to those upstream activities belong to the

                      distributors such as would be the case, I'm

                      thinking about Union Gas and their storage

                      capacity, or do they, on the other hand or

                      otherwise, belong to third parties?

                   A. Well, you know, most gas distributors do not have

                      large storage fields. You have to have special

                      geology to make that possible and they do have that

                      in Union Gas service territory and another example

                      of a company that has that is Nicor Gas outside of

                      Chicago. Different geology but similar...

                              So in those cases, as you must know, I

                      believe that the storage operations of Union Gas

                      are separately regulated, however, you know say

                      for, I believe that for Nicor Gas and other gas

                      distributors in the United States, another one

                      would be Southern California Gas, it's typically

                      just rolled in. And, for example, Southern
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                      California Gas was mentioned, that's one of the

                      companies that has a cost per customer index and it

                      does include their storage. It doesn't include how

                      they use the storage but it does include the cost

                      of those underground storage assets.

                   Q. [59] You said a few moments ago that the companies

                      which have incentives upstream of their

                      distribution activities, that is treated as a

                      separate issue, as a separate matter, can you just

                      elaborate a little more to your knowledge how these

                      incentive mechanism programs function?

                   A. Well, generally I'm getting to the edge of my

                      expertise. I mean I've looked into this just a

                      little bit over the years but I mean typically

                      there's a cost that's compared to a target and the

                      target often is based in part on field prices for

                      natural gas.

                              That's about all I care to say before I'd

                      be starting to say things that might not be true. I

                      would mention, though, that Southern California Gas

                      was one of the very first companies in the United

                      States to have gas supply incentives in addition to

                      their base rate PBR.

                   Q. [60] Can you tell us if distributors that use

                      revenue caps also have other elements, such as
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                      elements based on revenue obtain from sales to

                      industrial clients, the return on what we call the

                      development plan of their industry, energy

                      efficiency programs and so on, of their

                      distribution activities that are subject to further

                      incentives?

                   A. Many do. Often they don't have all of those. The

                      one that's unusual for Gaz Métro is the one about

                      the new customer connections, which is usually not

                      such a challenge in other jurisdictions. Certainly

                      the... It's I think generally desirable to have

                      some of these extra incentives to balance things

                      out, and very often, of course, the utilities try

                      to avoid the ones, some of them. In Alberta, for

                      example, right now, the Alberta Utilities

                      Commission is making all of the utilities go to

                      index-based regulation; well, every single utility

                      is opposed to having service quality incentives.

                      But the Groupe de travail plan does include them. I

                      mean, it's a fairly impressive scope of

                      supplemental incentives, in my opinion.

                   Q. [61] To the best of your knowledge, a revenue cap

                      formula is established based on projected or real

                      data? And let me go a little further, if this data

                      is forward looking, isn't there a greater
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                      possibility of gaming on the part of the

                      distributor, and if that's the case, how can this

                      gaming be minimized?

                   A. Well, the... you look at the formula, in this

                      Formula 18, for example, cost per customer equals

                      growth of inflation minus X, I mean, what can be

                      forecasted there? The customers and the inflation.

                      If those things are done on the forecasted basis,

                      it's easy enough to have a true up to the actuals,

                      when the actual data become available. So, I think

                      it's been rare for there to be any problem with

                      that. They're either not forecasted or if they are,

                      they're subject to a true up.

                   Q. [62] And if real data is used, must it be

                      normalized?

                   A. Well, there's not much to normalize here, because

                      again, it's... one of the advantages of going down

                      the cost road is that the main drivers are more

                      stable, so the number of customers is usually not a

                      volatile indicator. So, there's not too much of a

                      worry there.

                   Q. [63] I wonder if you could supply us, as an

                      undertaking, with different scenarios -- hear me

                      out first and then we'll see what you can do --

                      with different scenarios demonstrating the
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                      application of a revenue cap for Gaz Métro for the

                      next three years, using the hypothesis used by the

                      Task Force as presented at Exhibit B-25, Gaz Métro

                      3, document 1? I'm not asking you for this today,

                      but is this something you could do and take?

                   A. Well, I'm not sure what you're asking, because I'm

                      not sure what document that is. Can you give a...

                   Q. [64] Well, Gaz Métro 3, document 1 is different

                      scenarios.

                   A. Okay.

                   Q. [65] So, these were scenarios filed by the Task

                      Force, and my question to you, would it be possible

                      for you, as an undertaking, to supply us with

                      different scenarios demonstrating the application

                      of a revenue cap using the date contained in this

                      document?

                   A. I would suggest that you... Of course, any of these

                      requests for undertakings should put in writing,

                      and in this instance particularly, since I'm still

                      not sure exactly what is involved; I will have to

                      get back to you whether it's... you know, a

                      reasonable request. It probably is, but I'll have

                      to...

                   Q. [66] Please let me make this simple for you. What

                      we'll do is make a writing, we'll write a demande
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                      de renseignements, and I think that will be

                      simpler, and you'll have all the documents, and the

                      question will be clearer.

                   A. Okay.

                   Q. [67] Okay?

                   A. So, I'm sorry, in this instance, I'm not sure I can

                      say, "Oh yes, I can do that", but I'll try to, if

                      it's...

                   Q. [68] Okay. In your report, page 46, you sum up the

                      report by making recommendations regarding the

                      future PBR mechanism for Gaz Métro, and I'm going

                      back to the paragraph that I read to you before at

                      the bottom of the page:

                                   If the Task Force chooses a

                                   comprehensive revenue cap or cost

                                   benchmark approach index for Gaz

                                   Métro, we recommend one based on the

                                   cost...

                      No, sorry, I'm not exactly... I'm at the top of the

                      page, sorry.

                                   ... we recommend one based on the cost

                                   efficiency metric TFPC, rather than a

                                   revenue-based metric such as that

                                   required for the company's current

                                   performance based incentive mechanism.
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                                   This would be in line with the current

                                   revenue cap of Enbridge.

                      Could you expand on what would be your principal

                      recommendations regarding the type of PBR that

                      would be appropriate in your view for Gaz Métro?

                   A. I think that, you know, many gas distributors

                      are... gas distributors are generally not pursuing

                      price caps because, for one thing, you have a very

                      low X factor. The Commission have to sign off on a

                      very low X factor to compensate the company for the

                      declining average use. The revenue cap also has the

                      benefit of reducing the disincentive to provide

                      DSM, generally to encourage efficient use of gas by

                      the customers. That's another appeal of it.

                              So, when I say revenue cap, I really should

                      expand that to potentially include the cost caps as

                      well. I mean, those two approaches tend to be more

                      favoured nowadays by the gas companies than the

                      price cap. And so, I think that either one of them

                      is potentially valid, because they're

                      mathematically equivalent, particularly with the

                      sharing mechanisms. If you have a fifty-fifty

                      (50-50)) sharing mechanism, symmetrical fifty-fifty

                      (50-50) sharing such as it is proposed by the task

                      force. So, I think that, you know, either one of
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                      those approaches is fine in my opinion. The basic

                      approach are the details in another matter, but I

                      think that either one of those approaches can be

                      valid.

                   Q. [69] Which one of the recommendations that we find

                      in your report corresponds to this approach? I

                      mean...

                   A. Well, remember, I wasn't really... maybe I'm

                      misunderstanding the question. I was not asked to

                      opine on this cost cap approach, I was just asked

                      to develop some X factors that would go along with

                      it. I happen to think that it's a common enough

                      approach, the incentives. You know, it's reasonable

                      and there's precedents for it. And of course, to

                      the extent that I have developed the X factors

                      for... and proposed inflation measures for the

                      index-based cost targets, that was my attempt to

                      help them and to make that operational.

                   Q. [70] Yes, we'll get a bit to that a little later

                      on, we'll look at your recommendation, your formula

                      recommendations, there are two, and I just wanted

                      to know here, regarding your recommendation as a

                      type of PBR, which of the two formulas was closer

                      to what you feel should be recommended?

                   A. I'm trying to communicate that I think they're
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                      both... they honestly are both reasonable. And I

                      said so from the beginning. I might even have had,

                      unless I influence on them to go in the direction

                      of the cost cap, but from the very moment it came

                      up, I, you know, did the math that confirmed my

                      initial intuitive notion that it's just another way

                      of doing the same thing. And so, I really feel that

                      the basic approaches that they've proposed here, it

                      is fine.

                   Q. [71] I have another question that will seem

                      theoretical but I want your words in written form:

                      in your view, would say that the Task Force has

                      opted for a revenue cap approach or a cost

                      benchmark approach? How would you name...

                   A. Clearly, a cost benchmark approach but a

                      comprehen... well, a substantially comprehensive

                      approach and that's why mathematically it ends up

                      being the same thing. When you add in the sharing,

                      the mathematical fifty-fifty (50-50) sharing, if

                      you had a revenue cap and you had fifty-fifty

                      (50-50) sharing and then you have these cost caps

                      to cover all the costs and also at fifty-fifty

                      (50-50) sharing, it's pretty much just two ways

                      of... of doing the same thing.

                   Q. [72] Before we get into the formulas you recommend,
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                      let, let's talk about sharing and sharing

                      mechanism. In your report at page 44, you elaborate

                      on the effect of a sharing mechanism, let me read

                      this, it's the... yes, before last... in fact the

                      big last paragraph of the page:

                                        Our incentive power research

                                        suggests that a three-year rate

                                        case cycle with no earnings

                                        sharing will produce cost

                                        performance gains averaging about

                                        0.90% in the long run. The

                                        benefits of Gas Metro's new

                                        regulatory system depend on the

                                        frequency of a full cost true up,

                                        such as would result if a case

                                        would occur between plan updates.

                                        Although the company indicates an

                                        interest in eliminating full cost

                                        true ups, we assume here that

                                        true ups will occur every seven

                                        years.

                      To your knowledge, are sharing mechanisms common in

                      the U.S.A. or elsewhere in Canada and if so, what

                      form do they take usually?

                   A. Well, they are common but not ubiquitous; they are
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                      usually in the form of an earning sharing mechanism

                      and those earning sharing mechanisms often have

                      dead bands. So, now, some plans don't have them and

                      there are good reasons for that to because, well,

                      the first thing they do, the sharing does weaken

                      the performance incentives and also there can be

                      issues... it can raise more issues of things like

                      cross-subsidies, like you never see sharing in a

                      telephone plan because or a plan for a oil pipeline

                      or a railroad because there is a great deal of

                      sensitivity about possible cross-subsidization

                      between service classes.

                              It's not so much of an issue particularly

                      for an energy distributor because there isn't

                      usually some highly competitive customer segment

                      that could be a cross-subsidization concern, so

                      that's what with respect earning sharing.

                   Q. [73] At page 10 of your report, the first paragraph

                      at the top of the page, the before last phrase, I'd

                      like you to elaborate on what you mean here and let

                      me read the phrase:

                                   The mechanism can be designed so that

                                   the expected benefits of improved

                                   performance are shared equitably

                                   between utilities and their customers.
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                      Can you elaborate on your meaning here?

                   A. Well, that's a complicated question actually

                      because it's not clear what equitably means; the

                      utility tends to think it means fifty-fifty (50-50)

                      sharing of all benefits. The consumer might differ

                      from that and think that consumers, that they've

                      deserved more of the benefits but what... so I

                      guess my feeling is, I don't necessarily have a

                      strong opinion about that but I think that whatever

                      the Commission decides is the sharing paradigm that

                      it can be built into the PBR plan or into the

                      indexing mechanism.

                   Q. [74] Let me go a little more directly here. How

                      would function a sharing mechanism that is fair for

                      both consumers and distributors and a function of

                      real productivity growth?

                   A. I think I have to ask you to ask that question

                      again.

                   Q. [75] Sure. Could you elaborate on how would

                      function a sharing mechanism that is fair for both

                      consumers customers and distributors and a function

                      of real productivity growth?

                   A. I'm still not quite understanding that as a

                      question, I... the... you would want... it would be

                      desirable if the mechanism somehow isolated real
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                      productivity growth or productivity acceleration

                      and then they would know how to share then, that

                      there could be some imprecision in... let's say

                      whatever your benchmark is, that there could be

                      some imprecision about what constitutes real

                      performance, so it's yes, it's desirable that it

                      somehow isolates real performance and that's

                      where... that's what I do for living, is trying to

                      make those things as good for that purpose as can

                      be expected without getting too complicated.

                   Q. [76] I think you'll see more where I'm going here

                      because I want to bring in the notion of risk.

                      Should this sharing mechanism be a function of the

                      relative risks carried by the consumers and the

                      distributors in order to ensure its fairness?

                   A. Yes.

                   Q. [77] What links have to be established between

                      these tow notions? As an example, if the sharing

                      agreement provides for a fifty-fifty percent

                      (50-50%) split or share, must be risk also be

                      shared in the same proportion?

                   A. Not necessarily.

                   Q. [78] In your expert point of view, would you

                      recommend a sharing mechanism for Gaz Métro and if

                      so, what form should it take?

                      R-3693-2009                               MARK LOWRY

                      24 novembre 2011                   Cross-examination

                                           - 110 -        Me Louis Legault

                   A. Well, the... the more the customer share that we

                      could in the incentives and then to get the

                      incentives strong again, you have to extend the

                      period; so, for five years with fifty-fifty (50-50)

                      sharing, the incentives are not as strong as under

                      some alternatives and... this is... this is really

                      partly a matter for the Commission to decide their

                      case on and, you know, what they... what they're

                      comfortable with and certainly some of my clients

                      have not even wanted to have any sharing and then

                      it's all on, you know, it puts more pressure on the

                      designer to get those indexes right. With more...

                      with no sharing, there are stronger incentives but,

                      you know, there is... I found over the years there

                      is a great deal of variation amongst the regulators

                      and to how much of the real time sharing like this

                      mechanism has that they want.

                   Q. [79] Okay. On page 44 where you talk about the

                      stretch factor, you indicate in the second

                      paragraph:

                                   One complication that we encounter in

                                   considering the regulatory systems

                                   under consideration for Gaz Métro is

                                   that it is difficult, using the

                                   numerical analysis in our incentive
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                                   power research, to model a regulatory

                                   system that involves only awards and

                                   no penalties.

                      Could you elaborate on the incentives and penalties

                      of the regulatory models that your are studying?

                   A. Well, it's just easier if it's symmetrical because

                      it creates... as I said, in that model you're

                      presenting, the company was like ten thousand

                      (10,000) different strategies and then you're

                      looking for the strategy that maximizes their

                      objective function, so you're doing a global, you

                      know, you're looking for an algorithm that...

                      approaches the optimum and if there's a symmetry in

                      the sharing mechanism, it's harder to search for

                      the optimum point, so...

                   Q. [80] You talked about a symmetrical approach and

                      could you... can you compare these models which

                      you're studying with the ones proposed or used by

                      Gaz Métro?

                   A. It's more similar because they also went for

                      symmetry and they didn't have a dead band and you

                      know, dead bands have some... some... some... some

                      participants regulation like dead bands but they...

                      they do create...

                   Q. [81] I'll stop you, what's a dead band, so I...
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                   A. I'm sorry, dead band in which there is some portion

                      of the range, in which there is no sharing, that,

                      you know, I mentioned before, that is very common

                      in earning sharing mechanisms and it has been known

                      to create mischief that, you know, one party or

                      another isn't happy with it. So you know, in some

                      respect, I find they're refreshing that it doesn't

                      have a dead band. There are more opportunities to

                      game a sharing mechanism that has a dead band than

                      with a... than with the Gaz Métro approach and

                      it's... you know, again, Gaz Métro, the Groupe de

                      travail approach was trying to... also to keep it

                      simple, as the Régie requested.

                      (11 h 51)

                   Q. [82] Now, we'll go through some questions regarding

                      your formula proposals and...

                   A. Uh-huh.

                   Q. [83] ... and the first formula I'd like to deal

                      with is the one that we find at page 46, equation

                      number 20. I think... yes. Now coming back to the

                      revenue cap approach, you recommend equation 20,

                      it's up there, could you briefly explain to us what

                      assumptions are underlying this formula and what

                      the underlying model is? And after that, please,

                      explain why would this formula generate rates that

                      R-3693-2009                               MARK LOWRY

                      24 novembre 2011                   Cross-examination

                                           - 113 -        Me Louis Legault

                      are just and reasonable and why would this formula

                      insure rates that are close to what would prevail

                      in a competitive market?

                   A. Well, with respect to 5.1, there is no assumption

                      basically at all, except that you're trying to

                      design a cap that would tend to track costs, that

                      would make revenue track cost. You know, in this

                      approach, you're letting the empirical work

                      entirely decide the specific nature of it, for

                      example, the growth in output, well, what output

                      measures are relevant? In this particular case, the

                      two that where found relevant were the miles of

                      main or the kilometres of main and the number of

                      customers. So, okay, so that  what's in the

                      formula.

                              When you go from 5.1 to 5.7, you are

                      assuming, you are assuming that customers is an

                      adequate approximation for the more free form

                      empirically determined output C in the formula...

                      in the 5.1 formula. So, there is one assumption

                      extra... I suppose you can say too, that, I'm

                      sorry, that you know, you're assuming, I'm assuming

                      here that the GDPI-FDD works well enough as... as

                      an inflation measure too, because a more

                      complicated formula would have a multi-category
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                      input price index.

                   Q. [84] And how would the utility be compensated with

                      this formula, with this approach? I mean, is the

                      utility solely compensated through the rate of

                      return or is there a sharing mechanism which comes

                      into play at the time of the annual report, how

                      would it work?

                   A. Well, in principle, this could be the primary

                      driver of the cost and then it's up to the

                      regulators if they want to add a sharing mechanism

                      to that, to prevent that outcome or to make sure

                      there is some real time sharing. Well, some of the

                      regulators are little more conservative, they're

                      afraid of that outcomes and so, the sharing can

                      still reduce the likelihood of the bad outcomes but

                      yes, that formula can be sufficient to... to

                      compensate the company in some circumstances.

                              After all, 5.7, I already explained it, is

                      used by the largest... has been used by the largest

                      gas distributors in the U.S. and Canada and it's

                      just a simpler version of 5.1, so there is no

                      reason of 5.1 couldn't actually be used as the

                      revenue cap.

                   Q. [85] Is this formula you suggest... in this

                      formula, you suggest that the output measure should
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                      be the two category elasticity-weighted output

                      index used to measure Gaz Métro's TFPC, total

                      factor productivity, therefore the same approach in

                      measuring the growth of outputs should be used as

                      what you described earlier during the total factor

                      productivity question, is that correct?

                   A. Yes, it gets into the trade-off between simplicity

                      and accuracy and I'm always going to show you the

                      more accurate approach and then I've often seen

                      people offer something simpler.

                   Q. [86] About the inflation factor, you propose using

                      in the formula the gross domestic product implicit

                      price index final domestic demand, the TDIPI, is

                      the index you are proposing, am I right?

                   A. Uh-huh.

                   Q. [87] Okay. You suggest that the core CPI could also

                      be an alternative. Could you expend on the

                      consequences and the pros and cons of using the

                      core CPI versus the GDPIPI?

                   A. Well, the core CPI is... would also be fine,

                      really. I think that GDPIPI is a little better, as

                      I explained it, it also includes capital equipment,

                      it includes government services, so it may be a

                      little more relevant to the input prices of an

                      energy distributor, but the core CPI would be fine
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                      as well. And in fact, in the back, in the appendix

                      of the report, I put the two side by side and I

                      also include other inflation, macro-inflation

                      measures like the regular old CPI and a few others

                      and, sure enough, I mean, in terms of their

                      volatility, it's very much as you would expect, the

                      two stable ones are the core CPI and the GDPIPI for

                      final domestic demand.

                   Q. [88] Would the use of an industry price index such

                      as the GDPIPI FDD Québec not transfer all, a

                      hundred per cent (100%) of the risk related to the

                      distributor's cost increases to consumers?

                   A. No, not at all. That's... you're quoting me at

                      length earlier on and left out... the last line

                      which is my favourite line which is about... being

                      advancement in regulatory technology and that's the

                      beauty of this general approach to PBR, is that

                      you're giving them a chance... a chance with good

                      cost management to earn their allowed return by

                      correcting for external transit things like input

                      prices but it doesn't affect... it doesn't affect

                      their... it doesn't affect their incentives and

                      it's nothing is certainly not, you know, a

                      situation of... of, you know, just transferring the

                      risk of all... all the company's cost to the
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                      consumer, it's...

                      M. LOUIS LEGAULT :

                      Monsieur le Président, il me reste quelques

                      questions sur les formules de l'expert avant de

                      passer à une autre ligne de questions, je suggère

                      de les finir puis qu'on suspende pour le lunch,

                      c'est correct?

                   Q. [89] To the best of your knowledge, don't most

                      regulators use the consumer price index, CPI, for

                      rate increase purposes? And how do you take that

                      into consideration in your approach? I think you've

                      already said earlier on but...

                   A. Well, there is a difference between the United

                      States and Canada on the one hand, and the rest of

                      the world. In the United States and Canada, the

                      tendency has been to use the GDPIPI. Why? Because

                      they are... they are using this index logic and

                      they're trying to think, well, that's the best

                      price index, what's the... it's nice to have a

                      macro-economic price index that Statistics Canada

                      are computed but which one is the most relevant for

                      input prices? So, they would then choose the

                      GDPIPI, not the CPI.

                              However, in other countries where they're

                      not using this methodology, in other countries,
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                      they tend to use the CPI. In England, for example,

                      they will use what they call the retail price index

                      or RPI but it's... it's a different system and

                      they... they're just not even that worried about

                      whether or not the RPI is a particularly good input

                      price index, they... particularly good proxy for

                      the input price index, I mean, they... I followed

                      British regulation which is also practised in

                      Australia for many years and it's not as good as

                      they think it is.

                   Q. [90] Let's not go to the British here, anyways. The

                      second formula recommended, growth in cost per

                      customer approach, page 46, equation 21 and it's...

                      you find in there at the second line. I understand

                      that here you make the assumption that the term

                      "Growth Output C" can be approximated by growth in

                      the number of customers, am I correct?

                   A. Yes.

                   Q. [91] In your expert opinion, is this a reasonable

                      assumption to make in the case of Gaz Métro and

                      furthermore, what are the shortcomings of this

                      assumption and what advantages does it bring, I

                      mean, again, pros and cons, this is what I'm asking

                      you?

                   A. Well, this is a very good example of where
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                      simplicity has often won out in the opinion of

                      practitioners and I... you know, I think it's a

                      little more accurate to use the multi-category

                      approach but if you think of the formula that comes

                      out, if you go to  the... the mechanism in the

                      working paper, it's a nice simple formula that

                      they've got. Now, if you have to put in this some

                      sort of weighted average index, it's a more

                      complicated formula and besides, the formula is

                      based on this econometric research, so I think it's

                      an understandable simplification. If you're asking

                      me which is a little more accurate, I would say the

                      first one but this is, you know, a case where

                      perhaps simplicity should win out. May I... may  I

                      say that in Gaz Métro's history, to have tracked

                      each other very closely and so in other words, if

                      you look at the trends in their customers and the

                      trends in their line kilometres, it's very, very

                      similar. So in the past, it didn't matter. You'd

                      have to envision a situation in the future where

                      the customers were growing much more rapidly than

                      the network, to think that maybe the first approach

                      would be better.

                   Q. [92] What would be repercussions on the rates of

                      using the second formula?
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                   A. As I say, the only situation in which there would

                      be repercussions is if some suddenly customers were

                      growing much more rapidly than wide miles.

                   Q. [93] I understand that Gazifère, you said you have

                      a bit of knowledge of Gazifère and Enbridge and

                      several American utilities, you've talked earlier

                      of Southern California Gas, have or had a mechanism

                      that is based on that formula, is that the case?

                   A. Yes.

                   Q. [94] Okay. And I think...

                   A. But may I am...

                   Q. [95] ... you talk about that at page 14 of your

                      report...

                   A. Excuse me, let me interject one thing before I

                      forget. This conversation is occurring in the

                      context of the total revenue cap but don't forget

                      that in the context of where the Task Force is

                      actually using this, is in the context of O&M and

                      in O&M, the research showed that there was no

                      second output variable, it was just the number of

                      customers, I'm just... that could get lost between

                      the cracks, so I thought I should...

                   Q. [96] No. Fine. Okay. To your knowledge, is this

                      approach presently or still widely used in Canada

                      or the U.S.A., if you can comment on that?
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                   A. Well, it was never widely used because in sense of

                      regulation, mixed space regulation is only used in

                      a few jurisdictions, at least in North America but

                      it is used currently by Enbridge Gas Distribution

                      and it's... I... well, in terms of the O&M caps, I

                      mentioned a few other smaller utilities that are

                      using it like Vermont Gas Systems.

                   Q. [1] So, Mr. Chair, that ends this line of

                      questions, I'll have further questions after lunch

                      but I think we should break now, I'm suggesting we

                      should break now, it's your decision.

                      LE PRÉSIDENT :

                      O.k. Je vais prendre en compte votre suggestion, on

                      va y aller dans ce sens-là, donc de retour à treize

                      heures (13 h). Merci.

                      SUSPENSION DE L'AUDIENCE

                      REPRISE DE L'AUDIENCE

                      13 h 05

                      Me LOUIS LEGAULT:

                   Q. [97] Mr. Lowry, hello again. Before getting into my

                      next line of questions, a few things coming back on

                      stuff that was said this morning and that during

                      lunch hour we had time to think about.
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                              At page 50 of your report, in the last

                      paragraph, you mention regarding the calculation of

                      the elasticity shares that this is challenging

                      because of the fact that Gaz Métro has an

                      extraordinary low number of residential customers

                      relatively to the extensiveness of its network. In

                      your opinion, could this explain a total factor

                      productivity of one point sixty-six percent

                      (1.66 %), or at least be one of the explanations?

                   A. I have to say I don't know. The connection isn't

                      obvious. It did not occur to me that that accounted

                      for the higher number.

                   Q. [98] Would you say that using the number of

                      customers in establishing the revenue cap apply

                      more easily to a situation where a gas distribution

                      utility serves an important proportion of

                      residential consumers rather than one that serves

                      more of an industrial class of customers?

                   A. Well I have... my report shows that I am concerned

                      about that and that I have tried to make some

                      adjustments. As in general, the whole idea of the

                      econometric work was to try to bring some external

                      experience of other utilities but also try to adapt

                      it to the circumstances of Gaz Métro so I have made

                      some efforts to address that problem.
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                   Q. [99] This morning you supplied us, at page 30 of

                      your PowerPoint, and we don't have to show it,

                      you'll know what I'm talking about, with a range of

                      productivity targets, stretch factor and X factor.

                   A. Uh-huh.

                   Q. [100] What we call here a fourchette in French.

                      What would be your expert's recommendation as

                      regards Gaz Métro's position in this range? Would

                      it be at the top, at the bottom, in the middle?

                   A. For which one?

                   Q. [101] For the three of them.

                   A. In each case, I would ordinarily be tempted to go

                      with my own number based on econometric work but I

                      also have to bear in mind that I may have failed to

                      account for certain special circumstances. I

                      mentioned the case of O&M expenses. There may be a

                      sensitivity by the Régie or by Gaz Métro to

                      economize on the use of labour. So I would say,

                      honestly, the... I think that the number for the

                      O&M that has been proposed by the Task Force is at

                      the low end of what I would have proposed. A more

                      cautious approach for the Régie would be to take

                      the mid-point of the range.

                              With respect to Capex, those numbers do not

                      apply to the depreciation expenses at all, so those
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                      should be disregarded.

                              What would be a proper number would be, I

                      think, much lower and do bear in mind that my total

                      factor productivity recommended number of one point

                      one (1.1) is not so different from what Gaz Métro

                      has agreed to with respect to O&M. I mean it's

                      points, what is it, point seven nine (.79) plus

                      twenty (20) basis points or something. It's in the

                      ninety (90) basis point range so that's close to

                      one. And then the other one is one of these

                      percentage of inflation measures and, in terms of

                      the implicit X factor there, depends upon the

                      expected inflation, one guesses, one supposes, that

                      two percent (2 %) inflation might be expected,

                      that's just a very ballpark figure, so therefore

                      half of that is one percent (1 %). So that's not so

                      different either from the number that I have

                      proposed for the total factor productivity.

                              So, you know, my one point (1), I said one

                      point one (1.1), is my total factor productivity

                      number I think I would recommend over the number

                      for the TFP of Gaz Métro, which, as I said at the

                      very beginning, is not an excellent number and I

                      was focusing mostly on the inadequacy of the

                      capital cost work but there could be other issues
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                      with it as well.

                              So the one point one (1.1) and, you know,

                      the mid-point of the range with respect to the O&M

                      would, I think, be prudent, wouldn't be

                      unreasonable at all for the Commission to go with

                      those.

                   Q. [102] Good, thanks. Now we'll get into a series of

                      questions regarding cost target or cost benchmarks

                      approaches. In your report, at page 13, you say

                      that the revenue cap formula, and this is what you

                      say, can establish the revenue requirement for cost

                      components as well as total cost.

                   A. Uh-huh.

                   Q. [103] This is what is called a cost target approach

                      or a benchmark. Is that so?

                   A. Yes.

                   Q. [104] And you give a formula applicable to the

                      operations and maintenance costs and capital

                      expenditures. I think we'll have it here. So it's

                      growth cost, O&M, over customers equals input price

                      O&M equals, minus X, sorry, and then you have the

                      bottom line formula.

                              In your report you state the cost benchmark

                      approach presents difficulties due to the special

                      difficulties in developing productivity targets for
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                      components of total cost. You suggest that these

                      difficulties come from the fact that the company's

                      future operation and maintenance and Capex

                      productivity trends may be quite different from

                      what they were in the past. So the past is, in

                      French we say "le passé n'est pas garant de

                      l'avenir" -- past is not necessary what's going to

                      happen in the future.

                              Could you expand on the difficulties

                      relating to the productivity targets of components

                      of total costs used in the benchmark approach and

                      tell us if, in your view, these difficulties could

                      be overcome or alleviated?

                   A. Well, the one way to alleviate the problem of, say,

                      the past is not being the prologue to the future

                      would be simply not using the company's numbers at

                      all and that would also have better incentive

                      properties, and I have provided the Régie with some

                      alternative numbers that could be chosen. I would

                      also like to clarify that some of my caution about

                      the individual price caps was due to the fact that

                      I thought they were going to be targeting the

                      Capex. There has not been a lot of research done

                      over the years on Capex and the drivers of Capex

                      and the research that I did provided some
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                      interesting results where we had four output

                      measures including the growth in customers and the

                      growth in the line miles as well as the levels, but

                      to me that was somewhat experimental and now we

                      find out that they also thought so, and that the

                      Task Force also thought so, and so decided to go

                      with the depreciation expenses which is roughly

                      half of the capital cost so my concern is less

                      there.

                              Now, another thing that you could do to

                      reduce concern is have a common X factor for the

                      two which is the X factor from the total cost work.

                      If you do that, it might be off some with respect

                      to the individual categories. It might unfairly

                      penalize, let's say, the O&M expenses or vice

                      versa, but on balance it will be, it should work

                      equitably for the point of view of the company and

                      the consumer to do that.

                   Q. [105] Okay. You've said you had time to look at the

                      Task Force proposed...

                   A. May I just take the next step further going up,

                      that what they have already proposed is not far

                      from that already because the implicit X in the one

                      (1) is about, in the depreciation expenses is one

                      (1), and the X for the O&M expenses is very close
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                      to one (1) and so if you just replace both of those

                      with my target for the TFP, it would be very

                      similar to what's already there.

                   Q. [106] You said earlier you had time to look into

                      the O&M and capital expenditures benchmarks

                      proposed by the Task Force and I'd refer you to Gaz

                      Métro 1, document 2, pages 15 and 16. There are

                      formulas there in the Task Force proposal...

                   A. Do you have the English or the French version with

                      you?

                   Q. [107] Is there an English version?

                   A. Yes.

                   Q. [108] You translated it.

                   A. But I can...

                   Q. [109] Because we don't have that.

                   A. Okay, I can use the French version, that's fine.

                   Q. [110] No, no, whatever. I mean...

                   A. What page?

                   Q. [111] ... if the information is the same on both.

                   A. What page, please?

                   Q. [112] And the equations are right up there, they're

                      posted up there anyway so. I would think pages 15

                      and 16.

                   A. Okay.

                   Q. [113] And they're being projected on the screen
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                      right now so. Now, our understanding of the Task

                      Force proposal as regards operation maintenance

                      index is in fact similar to the one you are

                      proposing but includes a sharing mechanism. Would

                      this be your view as well?

                   A. Are you saying that it also has that fifty-fifty

                      (50-50) sharing, is that what you're meaning by

                      this sharing mechanism?

                   Q. [114] Yes.

                   A. Well, I wasn't asked to weigh in on that and I'm

                      not even sure I have an opinion on it. So I was

                      just helping to design the mechanism.

                   Q. [115] Yes, but that's what I'm asking you. Apart

                      from the sharing aspect of it, would you agree that

                      the operation maintenance index that the Task Force

                      is suggesting is very similar to yours? Naturally,

                      they include a sharing mechanism which you didn't

                      delve into.

                   A. Uh-huh. Yes.

                   Q. [116] Yes. Okay. But again the Task Force proposal

                      as regards the Capex index has several differences

                      and I would like to get your point of view on them.

                      First, it is based on depreciation expenses;

                      second, the number of customers is used as a proxy

                      for the output index; and, thirdly ,the X factor is
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                      expressed as a proportion on the inflation rate.

                      Could you expand on the differences between your

                      recommended approach and the one retained by the

                      Task Force and, you know, following through that,

                      could you comment on the consequences of using an

                      index formulated the way suggested by the Task

                      Force to measure capital productivity growth?

                   A. Okay. One of the things I have already mentioned

                      this morning, and that is my reservations about the

                      X, the inflation measure. I think that the one they

                      chose seems to be well intentioned. The idea that

                      since we're dealing with capital cost, let's put in

                      the construction cost index. The same thing appears

                      in, for example, the current price cap plan for

                      Enmax in Alberta for the power distributor Enmax in

                      Alberta.

                              However, you will recall earlier I talked

                      about working out what a capital price index should

                      look like that is consistent with cost of service

                      regulation, with historical cost accounting and

                      straight fix. Perhaps, I don't know if you have the

                      straight line depreciation but it wouldn't look

                      like that because it would be more like an average

                      of the construction cost index over a period of,

                      say, thirty-five (35) years and there are simple
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                      formulas for taking those averages that work just

                      fine, so that would be better than the current

                      value of the construction cost index which is kind

                      of sensitive these days to the ups and downs of the

                      commodity markets.

                              So that's one thing. Next, the idea of

                      having one half of the inflation is something that

                      goes back to, again, to reservations, originated I

                      think in reservations about the use of total factor

                      productivity analysis to set X factors and in

                      British Columbia, Terasen Gas, BC Gas thought they

                      had a clever way around it and that is to take the

                      percentage of the inflation as if somehow the

                      problem then went away of what X should actually

                      be. And then that has now been adopted in some

                      other jurisdictions. Enbridge Gas Distribution has

                      it in Ontario and I may be wrong but I think that

                      Gazifère may have it here, and I don't have a large

                      problem with doing it that way.

                              I mean, the fact of the matter is that

                      productivity does not go up and down with

                      inflation, it is virtually unaffected by inflation,

                      so the research suggests just having a fixed X

                      factor, but we find this getting approved again and

                      again and I think the reason for it is that it gets

                      R-3693-2009                               MARK LOWRY

                      24 novembre 2011                   Cross-examination

                                           - 132 -        Me Louis Legault

                      into this risk shifting issue that in a period of

                      rapid inflation such as might result from an oil

                      price shock in the Middle East or something, the

                      customer sees that, "Oh, it would be nice to have a

                      little break on my rates by having the X go up

                      along with the inflation measure."

                              Meanwhile, the company says "Oh, you know,

                      if there's ever a period of really slow inflation,

                      I would get a little break by having a lower X

                      factor too." And so they just kind of agree to do

                      it that way. I don't have a...

                              Again this is definitely on the spectrum of

                      the reasonable in my opinion between...  because

                      sometimes people like simplicity, I don't know how

                      to put a weight on that risk attenuation matter,

                      so... I don't see it as something that the board

                      should be very worried about. But yet, if they

                      decided to go with the fixed X factor that would be

                      perfectly reasonable too.

                              As for the implicit X, which is about one

                      percent (1 %), that's, if anything, a higher number

                      than would likely result from my research. In other

                      words, it's not focusing on Capex and if you're

                      talking about just capital cost, my research in the

                      United States might suggest a lower, a number lower
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                      than one (1), where you have basically a higher

                      number for the O&M expenses and you'd have a lower

                      number, X factor for the capital. And so to have it

                      at one (1) as I was saying a moment ago, is almost

                      like just having a one percent (1 %) X factor for

                      everything and that's not necessarily such a bad

                      thing. It's certainly not, you know, obviously

                      self-serving.

                              The last thing about the mechanism that is

                      different than I expected is that it basically is

                      only including half of capital cost because it

                      doesn't include the return on rate base. It only

                      has the depreciation piece and I would have thought

                      that it would be, I would have expected to have the

                      entire amount there. I understand that in general

                      about the design of this thing that, you know, part

                      of this comes down to what the future holds in

                      terms of capital spending for Gaz Métro. For one

                      thing, they may have these very large costs

                      associated with development of a gathering system

                      for these shelf, what we call in America shelf gas.

                      I guess up here it's schiste something, and, you

                      know, to me that should just simply be outside this

                      mechanism entirely. I mean, nowhere else would you

                      see any thought to try to include that in this type
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                      of a mechanism.

                              Then there's this matter of safety expenses

                      and the company thinks they need more of those

                      safety expenses and so they're reluctant to have a

                      more normal Capex, capital cost piece. There again,

                      thought could be paid to having some sort of a

                      separate tracker, which isn't to say in my view

                      that it would be something that the Commission and

                      all interveners would not be involved with. I mean,

                      you could set a very definite budget for safety

                      investments over a multi-year period.

                              So, I guess this is part, I understand and

                      I am sympathetic to some degree that in view of the

                      fact that it's very hard to get an agreement on

                      these extra Capex that may be coming down the road,

                      that they thought they were taking an especially

                      conservative approach on this issue.

                   Q. [117] Thanks. In a global revenue cap approach, you

                      suggest that the output variable could be

                      substituted by the number of clients. We've talked

                      about that earlier on. However, you suggest that

                      this would not be appropriate for the Capex. How

                      can it be a reasonable assumption for the global

                      cost equation and not for its components?

                   A. I'm sorry, which is reasonable for the global cost?
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                   Q. [118] The output variable can be substituted to the

                      number of clients?

                   A. Well, in my research I did show that there were, in

                      total cost research, there were two drivers. The

                      biggest one by far was the number of customers and

                      then the second one was the line miles. But it was

                      much, much, much smaller elasticity. So it would be

                      a reasonable approximation to just go cost per

                      customer. Now, if you're developing an index for

                      the capital cost, probably the weight on that line

                      miles variable would be somewhat bigger than the

                      little bit it is in total cost and so some thought

                      could be paid that you would want to include that

                      as a driver for the capital cost as well.

                              Again, it gets into whether you'd rather

                      have the simplicity versus the most accuracy in the

                      measure and again, that also depends on whether you

                      have any concerns about possibly the company

                      pursuing a strategy such that customer growth is no

                      longer in line with the line mile growth. If you

                      think that's more of a worry, than you put a little

                      more weight on the precision as opposed to the

                      simplicity.

                              Either way, it's not that complicated. You

                      just have to be able to, you have to be willing to
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                      have some faith in the econometric work too.

                   Q. [119] Talking about complicated, in your report you

                      say that a four category elasticity weighted output

                      index should be used. Now without having a Ph.D. in

                      Economics on staff, would you expect the utility

                      staff to do this?

                   A. I would think it would give them thoughts about

                      working with the Capex at all and in fact, don't

                      forget that the econometric research showed that

                      the number of customers isn't even the most

                      important Capex variable. However, that is not what

                      Gaz Métro proposed. I think they were also

                      concerned by the preliminary nature of the results

                      and I think there's even something mentioned in the

                      document about their concern about that.

                   Q. [120] Would you say that the approach chosen by the

                      Task Force will suffer from the difficulties you

                      pointed out a little earlier on regarding the cost

                      benchmark approach, and can you expand on that?

                      What are the downfalls?

                   A. Well I think my remarks have already said that

                      there would be a few refinements possible, not all

                      of which would need to be implemented to make it

                      working pretty well. I think I have already kind of

                      critiqued it.
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                   Q. [121] All in all, would you suggest that a

                      comprehensive revenue cap would be simpler than a

                      benchmark approach because of the particular

                      difficulties relating to the Capex?

                   A. Well again, the Capex is no longer the issue so,

                      no, I don't think it's necessary. And by the way,

                      it doesn't have to be a revenue cap per say.

                      They're virtually the same thing but it could have

                      a single cost target which is total cost too, don't

                      forget that's another possibility. So I don't know

                      that it's necessary to go to that step because of

                      anything discussed here. You might however consider

                      some small adjustments in what's been proposed by

                      the Task Force.

                   Q. [122] If I would say that the Task Force uses a

                      Capex but with a twist, the Capex is in fact an

                      incentive which they cap at a million dollars

                      ($1,000,000), would you agree with that?

                   A. Well that's a fact, it's capped at a million

                      dollars ($1,000,000).

                   Q. [123] What do you think of a Capex with

                      limitations, or with a limitation?

                   A. Well, I think this goes back to the difficulty in

                      agreeing on the Capex budget that Gaz Métro would

                      be naturally concerned about the cost of a
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                      gathering system would be very large and then

                      there's the issue about whether they would need to

                      step up their safety investments and so, if they

                      cannot agree on that, then, and those costs are all

                      included in the formula, then they would be worried

                      about that formula being fair. After all, if they

                      suddenly need some unusual capital expenditures, my

                      research does not take that into account, that's

                      for sure, and so they could be really hurt by that.

                              As I've said, it's kind of too bad that I

                      would think that recourse would be had here to

                      keeping some costs outside of the cap and then it

                      would make it easier to agree on a more normal cap

                      and maybe relax the budget, that Capex, the one

                      million dollars ($1,000,000), I mean, certainly

                      take out the gathering costs and possibly agree to

                      take the other out and spend plenty of time

                      arguing, you know, going back and forth about the

                      right budget for the safety investments. Then it

                      would be much easier to relax that cap on the

                      "bonification".

                   Q. [124] Have you seen similar Capex in other

                      jurisdictions?

                   A. Oh sure. Oh yes. In fact, I mean, in Alberta every

                      single utility is proposing something like that.
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                      But yes, it's often done and sometimes the target

                      is for, you know, I'm sorry, sometimes the Capex

                      that's excluded is something about safety or

                      something very sensitive reliability or safety

                      investments are sometimes left out of the formula.

                      So, yes, there's plenty of precedent for doing

                      that.

                   Q. [125] In these other jurisdictions or in the case

                      of Gaz Métro, what would the implications of such a

                      Capex be on the Opex considering that the Opex

                      doesn't take into consideration the capitalized

                      expenses?

                   A. Well, I guess there is a question as to whether or

                      not the... again the... could these safety related

                      investments somehow induce some small, some 

                      acceleration in the O&M productivity. I suppose

                      it's possible. That would be something that would

                      have to be looked into. Usually, there is no

                      special adjustment for that in these plans but it

                      would not be unreasonable to raise that question.

                   Q. [126] You will have noticed by taking cognizance of

                      the Task Force proposal that the mechanism they're

                      proposing has a number of incentives, most of them

                      not cost based. In total there are nine indicators

                      leading to potential gains shared by the clients
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                      and Gaz Métro. Two of them are inspired by the cost

                      benchmark you proposed for operation and

                      maintenance and capital expenditures, the others

                      are related to different subjects not directly

                      related to costs. To your knowledge, is this

                      approach common? Is it done a lot or is it being

                      seen in other jurisdictions?

                   A. Yes it is common. I think this is similar to a

                      question that you asked this morning. It is common.

                      The breadth of the performance issues that are

                      covered by the Gaz Métro metrics is greater than in

                      many of the plans but I think that's admirable. I

                      think that it shows that there is a fair, quite a

                      high level of expertise in the Groupe de travail,

                      that they thought of all these things which

                      actually are important.

                   Q. [127] Could you tell us what are the advantages of

                      having a lot of different incentives traditional

                      such as in Opex and Capex and others?

                   A. I'm sorry, could you ask that again?

                   Q. [128] Yes. Could you tell us what are the

                      advantages of having a multitude or a lot of

                      different incentives traditional as in Opex and

                      Capex and others?

                   A. Well, let's start just with the others. Of course
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                      containing costs isn't the only thing that's

                      important and when it comes to a gas distributor,

                      the most important thing that you would worry about

                      is safety. Other things that... But then, true,

                      it's the case that the service quality, the quality

                      of customer service for example could slide. If

                      they have very strong performance incentives then,

                      they can do various things, you know, they don't

                      make their appointments on time, they have a call

                      centre that takes a long time to answer the phone,

                      the billing accuracy and all these things, and

                      could potentially could go, could decline and there

                      are, there are, unfortunately, some experiences

                      with all of those things. There's been...

                              There have been companies that operated,

                      there have been gas companies operated under PVR,

                      for example, that had explosions of their system.

                      The best known example recently was Pacific Gas and

                      Electric and they were operating under a multi-year

                      plan, and they always do in California because

                      they're not allowed to come in... They're only

                      allowed to come in every three years at a minimum

                      and usually four.

                              But there have been other examples of that

                      and as for the service quality, the customer
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                      service quality again, quite a few examples of

                      companies that have let that slide in the event

                      that they didn't have a particular goal to improve

                      it. You know, when you have those goals out there,

                      the managers really pay attention to them.

                      Particularly if there's a little chance to make a

                      little money, extra money, then the senior

                      management makes the next level of management

                      really focus on those things and maybe they even

                      tie their bonuses to them and so it's surprising

                      how responsive they are to that.

                              Now as for the... What was the other one?

                      Oh, the multiple targets. Well, as I said, that's

                      mathematically equivalent to having the

                      comprehensive revenue cap or single cost target and

                      I think that, you know, one little advantage of

                      having the multiple targets, again, it gets the

                      managers focused on those things. Like let's say

                      it's O&M per customer and now there's dollars

                      riding on O&M per customer. It's a lot easier for a

                      manager to say I'm going to go beat that target.

                      Then if he's just under a PBR plan and it's sort of

                      known in the abstract that if they save cost that

                      the company's bottom line is effected; in theory

                      the incentive is the same but when it comes to that
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                      manager, lots of times they'll really go to town if

                      it sorts of falls in their bailiwick.

                   Q. [129] Just for the first part of your answer I just

                      want to be clear because we were talking about, you

                      know, a number of incentives in the program and you

                      answered me talking about targets relating to

                      customer satisfaction, number of seconds to answer

                      the phone. There's distinctions between incentives

                      and targets here. We're not necessarily talking

                      about the same thing. I mean there couldn't be an

                      incentive to have your personnel answer within so

                      many seconds.

                   A. Uh-huh.

                   Q. [130] If you reach these targets, there are

                      incentives tied to them but targets and incentives

                      are not the same thing.

                   A. No they're not the same thing but I mean, I thought

                      you were asking me is a program of targets and

                      incentives a good idea? And I think yes, for those

                      things it's well known that if they aren't there,

                      that it will encourage bad behaviour by the

                      utility.

                   Q. [131] Is there a long history of using a mix of

                      incentives by utilities?

                   A. Yes.
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                   Q. [132] Is there a risk that incentives will have

                      effects that can counter one another?

                   A. I don't know if you call that a risk. I mean that's

                      sort of the way the real world is is that, you

                      know, your performance is a multidimensional thing

                      and some of the targets will be in opposition to

                      each other. If you have a service quality goal for

                      example, well, deluxe service means more costs. On

                      the other hand, if you just have the cost goal,

                      well, the way to achieve that is through axing

                      service quality. So the idea of the multi-target

                      program is to have the appropriate tension between

                      these various things that companies should be

                      doing.

                   Q. [133] Now I understand that, naturally, one

                      incentive can have a counter effect on the other

                      and that's a possibility, it has to be managed

                      well. Is there a risk that incentives count the

                      same productivity increases twice? What in French

                      we would call des doublons, that you'd count it

                      twice.

                   A. I mean, it's possible, it depends upon the specific

                      package. The question has been asked of me in the

                      past about whether under the current mechanism

                      there could be some double counting of DSM efforts
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                      and I said, yes, there could be the way it's done.

                      Now, I thought that was another argument for

                      walking away from that but so, I mean, there are

                      possibilities for that so you have to be on the

                      lookout for them. I'm not aware of any in this

                      current package.

                   Q. [134] Okay. Do you know any standard of measure

                      that exists for measuring the potential cross-

                      effects? Have you seen it somewhere or...

                   A. No. It's mostly a matter of just using your

                      intuition and economic reasoning to imagine if

                      there could be something. Like we do this instead

                      of power analysis and we're like the only company

                      in the world that does that and it doesn't get into

                      these subtleties for sure but I don't know.

                              One area where there's been some research

                      is on DSM incentives. That's something that they

                      pay a lot of attention to in the United States but

                      apart from that one, there aren't many studies

                      about the effects of these types of incentives.

                   Q. [135] You said earlier that you read the Task Force

                      proposal, they even translated it for you, which is

                      a good thing I'm sure, and that you were willing to

                      answer questions. If the Régie deemed it necessary

                      for its evaluation to ask you to provide your
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                      opinion in written form regarding the Task Force

                      proposal, would this be something you would be

                      willing and able to do?

                   A. I don't know to what degree that falls afoul of my

                      responsibility to the Task Force. If they release

                      me from any objection to that, I would be willing

                      to do that.

                   Q. [136] So it would be conditional to the Task Force

                      releasing you? You wouldn't be comfortable

                      otherwise?

                   A. No.

                   Q. [137] The Task Force has chosen a mix of incentives

                      based on different types of measurements. For

                      example, some are based on average cost, some on

                      marginal revenue. Have you seen such a mix in other

                      jurisdictions and, if so, which one? And if not,

                      why?

                   A. Are you talking about the incentive for the

                      expansion of the system?

                   Q. [138] Yes.

                   A. Ah. Well, I'm not... I don't know much about it. I

                      didn't study that closely and there aren't that

                      many of those. The fact that there is one here

                      makes sense here because we've talked all morning

                      and afternoon about the low density of the Gaz
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                      Métro system and under this, you know, revenue cap,

                      often there wouldn't be the right incentives for

                      pursuing that. Here, I think, it's obviously a

                      desire by all the other customers to have the

                      company pursue cost effective connections and then

                      it's nice too if it's done in a cost effective way

                      and make sure that it's designed right. So, I don't

                      know if it's the perfect approach but, you know,

                      intuitively it makes sense to me.

                   Q. [139] Just a few questions now regarding PBRs and

                      their effect on the regulatory framework if you

                      will. The benefits of a PBR depend partly on the

                      frequency of a full cost true up that would occur

                      between plans, updates. In your report, on page 44,

                      you assume that a full cost true up would occur

                      every seven years, we've talked about that earlier

                      on, for Gaz Métro. From a practical point of view,

                      are the inflation factors and the X factors fixed

                      for the duration of the cycle, be fixed for the

                      duration of the cycle or would these variables be

                      set annually at the time of a rate case?

                   A. Well, I'm not sure what you mean by fixed. Do you

                      mean talking about the weights being fixed?

                      Obviously they're designed so that you take the

                      latest value of the inflation, be it the forecast
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                      or the historical or both so in that respect, of

                      course, it's not fixed. The question could be asked

                      about the weights on the two and usually those are

                      not updated because the thought is that that would 

                      weaken the company's performance incentives. Let's

                      say one of the inputs is really rapidly growing,

                      well, if you can, let's say it's the labour price,

                      it usually is the labour price, you would think

                      that would in theory reduce their incentive to

                      contain their labour cost if they knew that their

                      cost shares were being used. Their specific cost

                      shares would be used to set that, you know, to

                      weight on labour inflation measure.

                              Another thing that sometimes could be

                      contemplated is to have weights that change over

                      time based on a sample of other utilities but I

                      think I talk about something like that in the

                      report and say that, you know, since Gaz Métro

                      starts with an unusually large labour

                      intensiveness, you're a little reluctant to go to

                      average. Average is straight. One of the problems

                      with the U.S. is that there's more multi-utility

                      companies than in the United States and some things

                      could be again moved into what seems the non-labour

                      category that's actually because of an affiliated
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                      service company or something like that so you'd

                      rather not. Sometimes you see some pretty low

                      labour cost shares in the United States and I don't

                      think you'd want to be applying those to Gaz Métro.

                   Q. [140] In the type of mechanism that is proposed, is

                      there a need for an annual report and a rate case

                      every year? And if that's the case, how are gains

                      shared if there is no annual report? How are

                      variables updated through the cycles if there is no

                      rate case and, in your view, would there be a way

                      to avoid the process of an annual report? I mean,

                      it's a mix of questions but the line is the same.

                      Is there a need for it? And if not, how do we go

                      around it?

                   A. Well, because there's a cost target involved, you

                      have to have their cost every year, so you would

                      have to be calculating that every year. Whether or

                      not it takes the form of a rate case isn't

                      necessarily, I don't know if it necessarily has to

                      be a rate case but then I think, as I understand

                      it, this rate process has a very useful review of

                      the prudence of their Capex so, in that respect,

                      you know, if you're going to go with the current

                      mechanism right now, it's important to know that

                      that annual review of the Capex plans is very
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                      important because it's much more of an O&M

                      incentive plan, so almost like the plan that

                      FortisBC had until recently. They had a plan for a

                      few years and they just had an O&M incentive. And I

                      guess Gazifère had that too.

                              And so, you know, you want to be looking at

                      their Capex plans every year with a little bit of

                      concern that they spend too much and, so, there's

                      that to be said for the rate case.

                              But at any rate, I think their view of the

                      rate case is that it's a much more expedited

                      process than in the past. Something more like what

                      in the U.S. is called a formula rate where you just

                      come in every year and say, okay, these are our

                      costs, and there are jurisdictions in the U.S.

                      where the prudence of those costs isn't even

                      allowed to be considered by the interveners. That

                      may be presenting the extreme, I mean, you can say

                      in this case that, well, the mechanism is taking

                      care of the prudence issue. But that's, I mean, so

                      there are definitely examples in the U.S., a few

                      examples, of very expedited rate case process that

                      amounts to little more than the company filing its

                      pro forma cost of service.

                   Q. [141] In your experience, what percentage of
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                      variation around the authorized rate of return is

                      generally sought and how much is attained in these

                      circumstances?

                   A. I'm not sure I understand the question.

                   Q. [142] Well, in cases where there are PBRs, they're

                      on a cycle of five or seven years, there's not

                      necessarily a rate case; how does it work and what

                      is the percentage of variation around the

                      authorized rate of return generally sought and how

                      much is obtained by the utilities?

                   A. Well, it depends on whether there's an earnings

                      sharing mechanism and that's why they have the

                      earnings sharing mechanism; so, if there is one,

                      than it's shared in some mechanistic way. There are

                      plenty of plans that have no sharing mechanism at

                      all, so there's no cap for that period on the

                      company's earnings above or below.

                              Now there's another thing that some of the

                      plans have which in America, the United States, is

                      called an off-ramp. And an off-ramp just says that

                      if the ROE gets to a certain extreme level relative

                      to the target, maybe it's four hundred (400) basis

                      points, then either any party can request a

                      reopening of the plan with the possibility of a

                      suspension. So, I mean, that's always something
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                      that could be done here too.

                   Q. [143] Now you've talked about the U.S.

                      jurisdictions having, a lot of them having

                      expedited yearly cases with formulas...

                   A. A few of them.

                   Q. [144] ... a few of them. Now, do these

                      jurisdictions have process of the closing of the

                      books and how common is that situation to your

                      knowledge?

                   A. I'm not sure what you mean by closing of the books.

                   Q. [145] How do you say it, un rapport annuel, I mean

                      annual report. I mean there's a rate case and at

                      the end of the year the utility files its annual

                      report or its closing of the books.

                   A. Okay. Yes, sure. Yes.

                   Q. [146] That's what I'm asking. In the context of

                      PBRs such as the one proposed.

                   A. Oh, well the... I'm sure there are plenty of

                      examples. For example, if you have an earnings

                      sharing mechanism, you have to file your cost every

                      year. And I think there are plans where they have

                      an earnings test where they report their earnings

                      every year even if it's not linked in any way to

                      rates. There are certainly examples of that too. It

                      all depends on how interested the Régie would be in
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                      monitoring this.

                              Some jurisdictions wouldn't worry too much

                      about it, others would say well this is an

                      experimental plan, I'm very concerned, I would like

                      you to file a report every year. Of course, in this

                      case, Gaz Métro is proposing to file every year, so

                      there should be plenty of information to look at to

                      see how it's going.

                   Q. [147] PBRs haven't been around for that long in the

                      history of utilities. Are you aware of utilities

                      that have had PBRs for ten (10) years or for more

                      than ten (10) years...

                   A. Oh yes.

                   Q. [148] ... that you have dealt with?

                   A. Certainly. Some utilities have ten (10) year plans.

                   Q. [149] Okay. And what are the lessons to be learned

                      from the first and second generation PBRs for these

                      utilities that are coming back for a third or

                      fourth?

                   A. Well, it depends on the nature of the plan. In the

                      British type plan, such as they also have in

                      Australia, they're all based on five year cost

                      forecasts. And the lesson learned from those is

                      that the utility sure are good at exaggerating how

                      much they need, and they have, because it's for
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                      five years, it's fixed at whatever the agreed-to

                      budget was, and lots of time they don't end up

                      spending the money that they said they would.

                              In the United States or in North America, I

                      think a bigger concern is that sometimes, if you're

                      coming up to the end of, say, a five year period,

                      you have less incentive with every passing year to

                      contain your cost, you could let the cost run up

                      right before the next rate case and because of that

                      concern there is more and more attention to

                      something called an efficiency carry over mechanism

                      that somehow disincents the utility from doing that

                      at the end of the period.

                   Q. [150] And how would that work?

                   A. To let them keep a share of the long term

                      performance gain even after they have the rate

                      case. Usually, a rate case will reset the revenue

                      requirement at exactly the cost of service but in

                      this case, let's say they stayed under, that they

                      really did, you know, seem to have really done a

                      great job at cutting their costs, you'd let them

                      keep some of that in the next period so in other

                      words you'd have their actual cost maybe plus five

                      percent (5 %) and they get to keep that at least

                      for the next cycle or for the next three years.
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                      There's various ways that people have experimented

                      with that. This is really, that's really on the

                      frontier of PBR today, it's that type of an

                      embellishment of traditional PBR.

                   Q. [151] Good. For the next question, if you have your

                      headphones you'll probably need them because I'll

                      be reading a part of it in French because I don't

                      have your translation but I'll start in English and

                      then I'll read the part in French. We'll talk about

                      two specific incentives from the proposed benchmark

                      cost approach.

                              At pages 12 and 13 of Gaz Métro 1, document

                      2, the Task Force proposal, they indicate that the

                      Task Force agrees to create a compte d'aide au

                      soutien social, a CASS.

                   A. I'm sorry which page?

                   Q. [152] Pages 12 and 13...

                   A. Okay.

                   Q. [153] ... of Gaz Métro 1, document 2.

                   A. Uh-huh.

                   Q. [154] And while you're looking for that, I may ask

                      Gaz Métro's attorney, maybe he's the one that can

                      answer this but, Confrère, would you have any

                      objections of filing the English translation to the

                      Régie?
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                      Me HUGO SIGOUIN-PLASSE :

                      Alors vous avez deviné, vous avez compris, Monsieur

                      le Président. C'est ça. Écoutez, c'est un document

                      de travail là pour aider le Dr. Lowry à bien saisir

                      là peut-être les nuances du mécanisme convenu.

                      Me LOUIS LEGAULT :

                      Ce n'est pas une traduction rigoureuse si je

                      comprends bien.

                      Me HUGO SIGOUIN-PLASSE :

                      Voilà, c'est ça. C'est une traduction maison alors

                      écoutez, on peut, suivant ce caveat-là, le produire

                      pour les fins de la Régie, si c'est souhaité.

                      Me LOUIS LEGAULT :

                      Parfait. Si jamais la Régie donnait suite à la

                      question que j'ai posée à votre, enfin au témoin du

                      Groupe de travail...

                      Me HUGO SIGOUIN-PLASSE :

                      Oui...

                      Me LOUIS LEGAULT :

                      ... d'une opinion, à ce moment-là ça requerrait

                      évidemment une traduction plus rigoureuse, est-ce

                      que vous auriez objection à ce moment-là à nous

                      fournir le document pour l'envoyer à un traducteur

                      professionnel pour qu'il fasse le travail?
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                      Me HUGO SIGOUIN-PLASSE :

                      Bien écoutez, oui, concertation. Puis je pense

                      aussi que ça implique plus de gens.

                      Me LOUIS LEGAULT :

                      Bien écoutez, vous pouvez répondre à la fin je vais

                      finir l'interrogatoire c'est peut-être plus simple,

                      vous pourrez revenir après là. Je ne veux pas...

                   Q. [155] So we'll continue with the questions. Again,

                      pages 12 and 13 of Gaz Métro 1, document 2.

                              Again the Task Force indicates that it

                      agrees to create a compte d'aide au soutien social,

                      CASS, to alleviate the load on lower earning

                      families and to favour energy efficiency

                      interventions for those types or that class of

                      customers.

                              At page 26 of the same document, the Task

                      Force specifies that the CASS will be financed by

                      the customers for an amount of two hundred and

                      fifty thousand dollars ($250,000) per year that

                      will be added to the utility's revenue requirement

                      and by a five percent (5 %) draw up to a maximum

                      again of two hundred and fifty thousand dollars

                      ($250,000) per year of Gaz Métro's incentive. Now

                      let me read the section in French and that's where

                      translation will be necessary.
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                                   L'aide ponctuelle visera l'allègement

                                   des frais de recouvrement pour toute

                                   la durée de l'entente de paiement

                                   convenue ainsi qu'une aide d'urgence

                                   pour le règlement des factures de gaz

                                   naturel advenant qu'il est démontré

                                   que le ménage n'a pas les ressources

                                   financières disponibles pour respecter

                                   ses engagements de base. De plus, le

                                   CASS pourra offrir de l'aide

                                   additionnelle aux MFR (ménages à

                                   faibles revenus) pour l'encouragement

                                   de l'implantation de mesures

                                   d'efficacité énergétique disponibles

                                   pour les programmes de Gaz Métro. Le

                                   CASS visera à combler l'écart entre

                                   les coûts totaux d'acquisition et

                                   d'installation d'appareils reconnus

                                   plus efficaces par le programme

                                   général d'efficacité énergétique de

                                   Gaz Métro, programme global, et la

                                   somme des subventions octroyées aux

                                   ménages faibles revenus, clients de

                                   Gaz Métro et ce, afin que des coûts

                                   d'acquisition et d'installation
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                                   d'appareils soient couverts par les

                                   programmes disponibles auprès de Gaz

                                   Métro. Le volet encouragement à

                                   l'efficacité énergétique du CASS sera

                                   disponible exclusivement pour les

                                   ménages faibles revenus.

                      My question: based on your experience, do other

                      energy distributors imbed low income customers

                      support measures in their PBRs?

                   A. Yes.

                   Q. [156] If so, is it frequent?

                   A. Yes.

                   Q. [157] And could you give us some examples of

                      companies you know that do this?

                   A. No. It's very common. This isn't an area that I

                      focus on so... But my impression is that it's very

                      common.

                   Q. [158] And what would be your expert opinion on the

                      risks associated with such a practice?

                   A. I don't really have an opinion on that, that there

                      would be risks. It's a distributional issue.

                      Economists aren't very good with distributional

                      issues.

                   Q. [159] And would you feel comfortable to give us

                      your opinion on qualifying the CASS in terms of
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                      objectives, modes of intervention, modes of

                      financing, et cetera?

                   A. As I say, it's not really an area of expertise for

                      me, so I'm not eager to venture more of an opinion

                      than that.

                   Q. [160] Now, the next series of questions will touch

                      another incentive, a particular incentive, the

                      PGEÉ. In Exhibit Gaz Métro-1, document 2, the Task

                      Force indicates that the proposed mechanism

                      includes a performance base incentive formula on

                      the energy efficiency program, le PGEÉ, with an

                      incentive target set at $1 M to attain the

                      actualize target in function of the objectives set

                      by the Québec Government's Energy Strategy. The

                      objective set, based on the actualized target, is

                      of twenty-eight million cubic metres (28,000,000

                      cubic metres, annualized volumes of the established

                      measures in the year net of distortion effects.

                              Now, feel free if again you didn't look

                      into this but the questions would be essentially

                      the same I just asked you for the previous program:

                      based on your experience, do other energy

                      distributors imbed incentives linked to energy

                      efficiency program in their PBRs?

                   A. Well, it is very common in the United States to
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                      have such incentives whether or not there's a PBR

                      plan because there's a widespread recognition...

                      For one thing, not every company in the United

                      States has a revenue cap, because a revenue cap

                      will tend to give you some relief from declining

                      average use. It can give you a lot of relief.

                              So, when a company doesn't have any

                      protection, they don't have high customer charges,

                      they don't have a revenue cap, sometimes this is

                      offered as a way to help them to see their way to

                      bigger DSM budgets and maybe give them some relief

                      from the financial consequences of the DSM. But

                      beyond that, there's a recognition that it's wise

                      to encourage efficient DSM by having these

                      supplemental mechanisms. So you'll find quite a few

                      cases where in addition to a revenue cap you could

                      have also a supplemental DSM performance incentive,

                      and California would be a good example of that.

                   Q. [161] Great. Last series of questions, very

                      technical questions on the X factor. Regarding the

                      formula we saw earlier, formula 20, you propose an

                      X factor that is determined in the following way.

                      Now there it is, it's posted up there on the

                      screen. Is this the formula you use to estimate the

                      X factor that you propose should range between one

                      R-3693-2009                               MARK LOWRY

                      24 novembre 2011                   Cross-examination

                                           - 162 -        Me Louis Legault

                      point eleven percent (1.11 %) and one point sixty-

                      seven percent (1.67 %), at page 46 of your report?

                   A. No because again in the interest of simplicity, I

                      did not use that middle term in parenthesis. It

                      seemed that the GDPIPI tracked the input price

                      index of Gaz Métro reasonably well, so that part

                      was not considered in those X recommendations.

                              As I say, that's more of an issue in the

                      United States than it is here because in the United

                      States the productivity trend of the economy is

                      quite rapid, it's over one percent (1 %) each year,

                      and so there is a real concern that the GDPIPI will

                      tend to understate input price growth. In Canada,

                      however, the productivity trend of the economy is

                      much slower, it's often negative or close to zero,

                      so it's less of an issue.

                   Q. [162] I had a few questions, in fact I had only

                      one. No more questions. Thank you Mr. Lowry.

                   A. Pleasure.

                      LE PRÉSIDENT :

                      It's okay. Est-ce que vous... Est-ce que... bon,

                      Maître Turmel...

                      Me ANDRÉ TURMEL :

                      Monsieur le Président. J'avais une question, si mon

                      confrère me permettrait, à poser au Dr. Lowry
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                      pendant qu'il est là suite aux questions de mon

                      confrère très, très ciblée. Elle est relative aux

                      incentive power, si vous me le permettez Monsieur

                      le Président. À part ça, je vais aborder les...

                      LE PRÉSIDENT :

                      Allez-y Maître Turmel.

                      CROSS-EXAMINED BY Me ANDRÉ TURMEL:

                   Q. [163] Merci. Good afternoon, Dr. Lowry. This

                      morning a Régie counsel talked about incentive

                      power with you and I have a question now on

                      incentive power with respect to investment

                      optimization. Given the fact that the capital cost

                      is not included in the mechanism and the fact that

                      the debt band of minus or plus two million

                      ($2,000,000) is there, do you think that the

                      incentive power is being reduced by those facts?

                   A. Yes, the cap on the bonification on the capital

                      side will weaken the... and then there isn't one on

                      the O&M, so it will tend to weaken the Capex

                      incentive. However, you do have to bear in mind

                      that the Régie has a considerable oversight powers

                      over the company's capital spending. That, as I

                      understand that, it's a very low threshold before

                      they have to seek permission.
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                              Additionally, there is incentives that are

                      in this customer expansion program that apparently

                      they also tend to encourage cost effective Capex.

                      And, thirdly, you do have to remember, as I said

                      earlier, that Gaz Métro does seem to be in a

                      situation where they may have some large

                      expenditures on the gas gathering system or perhaps

                      they need some additional Capex for safety,

                      particularly in the aftermath of things like what

                      happened to Pacific Gas and Electric, so it's like

                      under these circumstances it could be said that if

                      everyone can't agree on a budget for them, a multi

                      or budget... what might happen in another

                      jurisdiction, and if they can't agree to have a

                      tracker for some of those other costs, then let's

                      not put a lot of money on Capex and then it's just

                      up to the Commission to make sure that the Capex is

                      reasonable. And they are already going to be

                      reviewing these expenditures. There's already the

                      supplementary mechanism so it's not, you know, it's

                      not so different from what has been proposed in

                      some other places.

                              We already talked about how Enbridge Gas

                      Distribution and Gazifère used to have an O&M

                      incentive mechanism, and I already talked about how
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                      BC, the FortisBC just recently had a mechanism that

                      mainly applied to the O&M. And then there's the

                      example of Vermont Gas System. So, you know, it

                      could be said that here the company that wants to

                      do things the PBR way but they just happen to be at

                      a point in time where people have a hard time

                      agreeing on that forward looking budget, so let's

                      put most of the focus on the O&M expenses and the

                      service quality and maybe a few years down the road

                      we can get back to something that's more completely

                      balanced and comprehensive. So it's not crazy

                      what's being proposed here.

                   Q. [164] Thank you. Merci Monsieur le Président.

                      LE PRÉSIDENT :

                      Merci Maître Turmel. Maître Sigouin-Plasse.

                      Me HUGO SIGOUIN-PLASSE :

                      Alors Monsieur le Président, je ne sais pas s'il ne

                      serait pas approprié de faire une pause pour nous

                      permettre de faire le tour des questions qui ont

                      été posées, à savoir si d'abord on a un

                      réinterrogatoire à amener et aussi se consulter sur

                      la question des DDR à la lumière des questions qui

                      ont été posées aujourd'hui. Puis la demande que

                      Maître Legault a formulée concernant l'opinion pour

                      le Dr. Lowry. Merci.
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                      LE PRÉSIDENT :

                      D'accord. Donc on va prendre une pause de quinze

                      (15) minutes, ça devrait être suffisant. De retour

                      à quatorze heures vingt-cinq (14 h 25).

                      SUSPENSION DE L'AUDIENCE

                      REPRISE DE L'AUDIENCE

                      LA GREFFIÈRE :

                      Veuillez prendre place s'il vous plaît.

                      LE PRÉSIDENT :

                      Maître Sigouin-Plasse.

                      Me HUGO SIGOUIN-PLASSE :

                      Oui, alors Monsieur le Président, j'aurai en fait

                      une seule question. On a passé à travers bon nombre

                      de questions et j'ai en fait, c'est concernant la

                      traduction en fait, le document de traduction qui a

                      été remis. Bien, en fait, j'ai une question à

                      diriger vers le témoin.

                      RE-EXAMINED BY Me HUGO SIGOUIN-PLASSE:

                   Q. [165] So, Dr. Lowry, to a question from the counsel

                      of the Régie you said that you received an English

                      version of the settlement agreed by the Task Force.

                      When exactly you received that version of... that
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                      English version?

                   A. It was either yesterday or the day before.

                   Q. [166] Okay. Thanks. Okay.

                      AND FURTHER DEPONENT SAITH NOT

                      DISCUSSION

                      Me HUGO SIGOUIN-PLASSE :

                      C'est la seule question alors. Sur cette seule

                      question en réinterrogatoire, ça me permet

                      d'enchaîner avec la question, Monsieur le

                      Président, de l'expertise ou l'invitation lancée

                      par maître Legault sur le mandat qui pourrait être

                      confié à docteur Lowry. Écoutez, il y a eu...

                      Enfin, là, je me fais le porte-parole de Gaz Métro.

                      Vous comprenez, il n'y a pas... Il y a eu quand

                      même des échanges. Évidemment, j'inviterai les

                      gens, le cas échéant, à faire leur propre

                      représentation. Je vois maître Sarault se préparer.

                      Alors, vous viendrez... Au cas où. C'est bien. Au

                      cas où. C'est beau.

                              Écoutez, donc vous avez entendu l'expert

                      émettre lui-même des réserves à ce sujet-là, parce

                      que, évidemment, c'est un expert qui retient son
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                      mandat ou son mandat provient dûment des membres du

                      groupe de travail. Alors, pour lui... Puis, là,

                      bien, en fait, je ne veux pas témoigner à sa place,

                      mais c'est ce que j'ai senti moi personnellement.

                      Écoutez, mes clients, c'est le groupe de travail.

                      Alors si, du jour au lendemain, on me donne un

                      mandat de me prononcer sur ce que mon client vient

                      d'accomplir comme travail, j'ai peut-être un

                      certain malaise. Moi, je traduis ça comme ça. Vous

                      me direz si j'ai tort. Maître Sarault viendra me

                      corriger s'il le veut.

                              Donc, ça, écoutez, c'est peut-être un

                      problème avec lequel nous devons composer à titre

                      de membre du groupe de travail. Avant de pouvoir

                      libérer pour répondre à la demande de la Régie,

                      avant de pouvoir libérer l'expert en question pour

                      qu'il puisse éventuellement se consacrer à un

                      mandat comme celui-là, il faudrait peut-être

                      savoir, dans un premier temps, c'est quoi

                      exactement le mandat qui serait requis de l'expert,

                      quel genre... Est-ce que... Bien, est-ce qu'on va

                      demander à l'expert de se prononcer strictement sur

                      l'entente convenue ou on va lui demander de faire

                      des comparables ou des comparaisons avec ce qui se

                      fait ailleurs comme mécanisme incitatif.
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                              C'est sûr que, ça, ce genre de mandat-là,

                      la définition du mandat va beaucoup influencer, je

                      le soumets, la volonté du groupe de travail de

                      libérer ou pas l'expert de son mandat pour lui

                      permettre d'agir en ce sens. C'est ça, moi, je

                      pense qu'il faudrait qu'on précise exactement ce

                      qu'on rechercherait du docteur Lowry. 

                              Et ensuite de ça, pour ce qui est de la

                      traduction interne, si on en vient à la conclusion

                      que, oui, bon, le docteur Lowry peut se pencher sur

                      le mécanisme convenu, la traduction interne, on

                      vient d'établir, docteur Lowry l'a reçue qu'il y a

                      quelques jours parce que, bon, compte tenu des

                      échanges, peut-être qu'on sentait qu'on allait

                      déborder un peu la question strictement du rapport.

                      Alors, on l'a fournie au docteur Lowry pour qu'il

                      puisse... ça m'amènera sur la question des DDR tout

                      à l'heure.

                              Alors, écoutez, c'est une traduction qui

                      est interne, qui n'est pas parfaite. Alors, on la

                      remettra. Mais écoutez, ça vaut ce que ça vaut, là.

                      Le docteur Lowry comprend quand même les grandes

                      lignes en français. Il a même témoigné sur la base

                      du rapport en français tout à l'heure. En fait, il

                      a donné, puis c'est important de retenir ça, il a
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                      donné une opinion aujourd'hui sur... il a formulé

                      son opinion sur ce qu'il comprend et la qualité du

                      mécanisme incitatif convenu.

                              Ce qui m'amène à vous dire : Est-ce qu'on a

                      besoin d'aller plus loin que ça en recherchant un

                      mandat de la part de l'expert? Voilà! Mais je pense

                      que la question se posera si on définit davantage

                      le mandat qu'on va chercher de sa part.

                              On me ramène à l'ordre. Il y a aussi un

                      autre problème que ça peut occasionner le mandat

                      qu'on confierait éventuellement au docteur Lowry.

                      C'est que, bon, docteur Lowry se penche sur le

                      mécanisme convenu, émet un rapport. Il faudra, je

                      crois, en toute équité procédurale permettre au

                      groupe de travail, le cas échéant, si on n'est pas

                      d'accord avec certaines de ses conclusions, ce qui

                      peut être un peu kafkaïen. Vous comprendrez que

                      notre ancien expert, en tout cas, ne sera pas

                      d'accord avec notre ancien expert, mais quand même

                      il faut le prévoir ça. Il faut le prévoir, parce

                      qu'il va se prononcer sur le mécanisme convenu.

                              Alors, est-ce qu'il ne faudra pas, à ce

                      moment-là, prévoir une procédure où le groupe de

                      travail sera appelé à formuler les demandes de

                      renseignements à l'expert qui aura rendu un rapport
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                      à la Régie? Donc, ça pourrait alourdir le

                      processus, on vous soumet bien respectueusement. Et

                      évidemment une contre-expertise possible. Le tout

                      soumis... Écoutez, c'est un petit peu une

                      discussion à bâton rompu parce qu'on vient de nous

                      proposer ça, puis on a consulté nos gens

                      aujourd'hui, là. C'est ce que j'ai à vous

                      soumettre.

                      Me GUY SARAULT :

                      Écoutez, évidemment, ce mandat-là a été confié par

                      le groupe de travail à l'expert ici. Mes clients en

                      font partie également. Je suis un petit peu songeur

                      quant à la nature du mandat que la Régie pourrait

                      avoir à l'esprit. Et je partage pour l'essentiel

                      les mêmes préoccupations qui ont été formulées par

                      le procureur de Gaz Métro, parce que,

                      effectivement, si c'est un nouveau mandat qui

                      s'écarte de ce que l'expert a préparé jusqu'à

                      aujourd'hui, bien, c'est sûr que si on a un nouveau

                      document, puis avec lequel certains membres du

                      groupe de travail ou tout le groupe de travail sont

                      en désaccord, est-ce qu'il va y avoir place à des

                      demandes de renseignements, des commentaires, des

                      contre-expertises, et cetera?

                              Ça, j'ai beaucoup de questions, là, qui me
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                      laissent songeur quant à cette possibilité-là.

                      Peut-être que ça nous éclairerait, effectivement,

                      si la Régie précisait la nature du mandat qui est

                      envisagé pour cet expert. Merci.

                      LE PRÉSIDENT :

                      Merci, Maître Sarault. La Régie a pris note de vos

                      commentaires et vous reviendra sur la suite à

                      donner à ce thème, à ce sujet. Est-ce qu'on

                      pourrait passer aux DDR de la FCEI, et notamment,

                      comme vous écrivez dans la dernière lettre, les

                      questions, en tout cas d'abord savoir le résultat

                      de vos pourparlers et voir où est-ce qu'on en est

                      rendu avec la prochaine étape.

                      Me HUGO SIGOUIN-PLASSE :

                      Oui. Bien, écoutez, ce sera très bref, Monsieur le

                      Président. Essentiellement, compte tenu du

                      déroulement de la journée et des questions qui ont

                      été posées et des réponses qui ont été fournies par

                      docteur Lowry, nous sommes d'avis que les... bien,

                      enfin, les questions, l'ensemble des questions

                      formulées par la FCEI dans la demande de

                      renseignements numéro 2 pourront être répondues,

                      évidemment dans la mesure où des connaissances

                      qu'aura le docteur Lowry pour y répondre

                      évidemment.
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                      LE PRÉSIDENT :

                      Je comprends qu'il n'y a pas d'objection. Je

                      n'aurai pas à rendre d'ordonnance.

                      Me HUGO SIGOUIN-PLASSE :

                      Enfin, il n'y avait pas d'objection formelle,

                      Monsieur le Président, de... Il y avait des

                      commentaires.

                      LE PRÉSIDENT :

                      D'accord. 

                      Me HUGO SIGOUIN-PLASSE :

                      Oui, c'est vrai.

                      LE PRÉSIDENT :

                      Non, c'est à cause que ça fait une couple de fois

                      que je suis pris avec des ordonnances. Je n'ai pas

                      le temps.

                      Me HUGO SIGOUIN-PLASSE :

                      C'est correct. On va vous laisser ça. Alors, il n'y

                      en avait pas d'objection. Voilà! On va répondre aux

                      questions.

                      LE PRÉSIDENT :

                      O.K. Donc, ça met fin à l'audience de la Régie pour

                      aujourd'hui. Doctor Lowry, thank you for your very

                      interesting participation. Je pense que la

                      participation du docteur Lowry a permis des débats,

                      en tout cas, qui ont suscité beaucoup de
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                      questionnements. C'était à mon goût très... à un

                      haut niveau. Je voudrais également remercier, en

                      passant, les traducteurs, traductrices. Je pense

                      qu'il y avait trois mesdames. J'ai vu que ce

                      n'était pas toujours facile. Monsieur le

                      sténographe, je vous remercie aussi pour cette

                      journée dans la langue de Shakespeare. 

                              Pour la suite, la Régie va vous envoyer, va

                      vous répondre par... va vous donner ses directives

                      par lettre au cours des prochains jours. Oui,

                      Monsieur.

                      Me HUGO SIGOUIN-PLASSE :

                      Je comprends qu'il va y avoir une demande de

                      renseignements. Il y a une question qui a été

                      adressée...

                      LE PRÉSIDENT :

                      Oui.

                      Me HUGO SIGOUIN-PLASSE :

                      Donc, on s'attend aussi à recevoir ça.

                      LE PRÉSIDENT :

                      Merci, Monsieur Sigouin-Plasse. Mesdames et

                      messieurs, bonne fin de journée.

                      AJOURNEMENT

                                 ___________________________
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